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Preface to Second Edition 
This study is one of a series of business studies designed 
for the use of Touche Ross professional staff in all coun-
tries and for interested clients. The information given 
here has been obtained by the Touche Ross offices in the 
country concerned from sources believed to be reliable, 
but no legal responsibility is taken for the accuracy of 
any particular statement. 
Since this study was first published in 1971, a substantial 
number of changes have occurred in the laws and eco-
nomic conditions of Japan which have directly affected 
the business climate in the country. To acquaint our 
readers with some of the more recent developments, par-
ticularly in the investment and tax areas, we have rewritten 
the study and are issuing this revised edition. 
The assistance of professional advisors is recommended, 
once a decision has been reached to enter into business in 
Japan, as the many legal and tax problems arising in 
practice are beyond the scope of this study. Suggestions 
for revisions should be sent to the Touche Ross Inter-
national Executive Office. 
July 1976 
© 1976 Touche Ross & Co., all rights reserved 
First ed i t ion publ ished 1971. Second ed i t ion 1976 
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Introduction 
The remarkable industrial growth of Japan is one of the major accom-
plishments of the 20th century. Even after discounting the effects of 
inflation, the growth rate has been the world's highest; about 9% yearly 
in the 1950s and 11% in the 1960s. Japan is now the third greatest 
industrial power, after the USA and USSR. These achievements are 
impressive — particularly considering Japan's almost complete lack of 
raw materials. 
The growth rate has moderated; the first negative rate in the postwar 
years was recorded in 1974, but it is expected to recover to 4% for 
1975. The drop was largely the result of the energy crisis and the 
accompanying worldwide economic recession. Most Japanese econo-
mists forecast a period of more stable economic growth, however, with 
real growth projected at between 5% and 6% for 1975-1985. 
Foreigners often tend to explain Japan's progress in terms unrelated to 
the actual facts. Its growth is not based on cheap labor — many coun-
tries have cheaper labor (and more raw materials). Its expanding 
economy is not based solely on exports — Japan's exports of about 10% 
of the gross national product are a smaller percentage of output than is 
the case of many industrialized nations. Its development is not based on 
copying new designs or technology — although, when first indus-
trializing, it copied extensively. Japan now invests as much in research 
and development as West Germany or France, and more of this invest-
ment is made by private companies than by government; thus the 
results are less oriented toward military products than is the case in 
other countries. 
The real basis for Japan's growth can be found in such factors as the 
rate of capital formation and investment (about one-third of gross 
national product is reinvested), the very large amounts of capital 
obtained from banks rather than from equity sources (up to 90% of the 
capital of Japanese corporations is borrowed), the role of government 
in stimulating and protecting this growth, the Japanese people's adjust-
ment to the accelerated pace without undue strain, and the high level of 
the educational system. 
The foregoing attests to the fact that Japan is a major economic force, 
and as such it is a country that must be understood and taken increas-
ingly into consideration by other leading countries. It is also a country 
that will continue to grow and expand, with many sectors of the 
economy changing at a rapid pace. Thus, information about Japan 
should always be verified for current accuracy. 
The Tokyo office of Touche Ross International has provided much of 
the information contained in this Business Study. 
Linda S. Avelar 
Director of International Publications 
July 1976 
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Japan in Brief 
CHAPTER I 
• THE COUNTRY 
• THE PEOPLE 
• THE GOVERNMENT 
• THE ECONOMY 
• TRANSPORTATION AND COMMUNICATIONS 
• IMPORTS AND EXPORTS 
• MEMBERSHIP IN INTERNATIONAL 
ORGANIZATIONS 
THE COUNTRY 
Area 
Japan comprises a group of islands forming a long arc about 1500 miles 
off the eastern coast of Asia. Four main islands — Kyushu, Shikoku, 
Honshu (the largest, on which Tokyo and other large cities and much of 
Japan's industry are located), and Hokkaido — the islands of Okinawa 
and more than 3000 small islands clustered about the main ones cover 
an area of 143,000 square miles (372,000 square kilometers). The area 
is approximately that of California and one and a half times that of the 
United Kingdom. The greatest distances are about 1500 miles from 
north to south and 225 miles from east to west. 
The Japanese islands are essentially summits of formations that rise 
from the floor of the Pacific Ocean. Subterranean readjustments occur 
frequently, making Japan a center of volcanic and earthquake activity. 
The topography is thus extremely rugged, wi th approximately three-
fourths of Japan being covered by slopes in excess of 15 degrees. A 
series of mountains runs the length of the islands, with the highest, 
Mount Fuji, rising 12,385 feet. 
Lowlands and plains are small and scattered, lying mostly along the 
seacoast. Much of Japan's industry is concentrated on the largest, the 
Kanto plain of about 5000 square miles in the Tokyo Bay region. The 
coastline is extremely long (one mile of coast for 14 square miles of 
land) and varied, but many good natural harbors are unfortunately 
adjacent to mountains or hills. 
Japan has four distinct seasons within a climate that has broad regional 
variations. The northernmost island of Hokkaido has longer and colder 
winters than the other islands. The southern islands have hot summers 
and mild winters. Average summer temperatures in the lowland areas of 
northern Honshu are in the 70s F (20s C). Freezing temperatures occur 
in only one or two winter months. In general, the Japanese climate and 
Terrain 
Climate 
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seasons are similar to those of the east coast of the United States, 
although more humid. Mean temperatures and humidity in Tokyo 
during the four seasons are: 
°F 
January 38.7 
Apri l 55.6 
July 77.2 
October 62.1 
°C Humidity % 
3.7 60 
13.1 68 
25.1 80 
16.7 77 
The absence of central heating, except in the newer living quarters and 
offices, makes the winter seem harsher than indicated by the mean 
temperatures. 
Rainfall is more than 40 inches a year, except in the lowland areas of 
Hokkaido which receive less, and in some mountainous Pacific coast 
areas which receive more than 100 inches. Snow falls occasionally in all 
areas of southern Japan, but does not last long. However, Hokkaido and 
the coast facing the Sea of Japan accumulate several feet of snow each 
winter. 
Typhoons. Japan's normal weather pattern is frequently disrupted by 
typhoons, which come out of the southern Pacific mainly in August 
and September and can cause considerable damage. Tokyo has been 
relatively typhoon-free in recent years. 
Administrative Divisions 
Japan, known internally as Nippon or Nihon, is divided into 47 
districts, called prefectures for purposes of local government. There are 
four types of prefectures: 
Type 
Metropolitan (To) 
Urban (Fu) 
Regional (Do) 
Prefecture (Ken) 
Number 
1 — Tokyo 
2 — Kyoto and Osaka 
1 — Hokkaido 
43 — Prefectures 
Each prefecture has its own governor and legislature, both elected for 
four-year terms, and operates its own police force. 
Within the prefectures, the lower units of government are shi, machi 
and mura, roughly comparable to city, town and village, respectively. 
These administer their own education and other functions. 
2 
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Principal Cities 
Most of the larger cities are in the coastal lowlands on the Pacific side 
of Japan. One-ninth of the population lives in the metropolitan prefec-
ture of Tokyo, the capital and largest urban center in the world. Japan's 
principal cities, with their estimated 1975 population in millions, 
follow. 
Tokyo 11.3 Kyoto 1.4 
Osaka 2.7 Kobe 1.3 
Yokohama 2.5 Kita Kyushu 1.0 
Nagoya 2.0 
Natural Resources 
Japan lacks most of the mineral resources necessary for modern indus-
try. The main minerals found in Japan are low-grade bituminous coal, 
iron pyrites, limestone, and smaller quantities of gypsum, sulphur, 
chromite, copper, gold, magnesium, silver, and zinc; most of these are 
insufficient in quantity and are imported as well as mined. Domestic 
petroleum output meets about 2% of the demand. 
Japan's main natural resources are its forests and the fish found in the 
surrounding waters. About two-thirds of the land area is forested, but 
growing demand has necessitated lumber imports in recent years. 
Japan's fish catch is the world's second largest, and substantial quan-
tities are exported. The former Japanese intake of about 60 pounds of 
fish a year and only about 20 pounds of meat has been ameliorated by 
meat imports from Australia, New Zealand and Argentina, but fish 
continues to be the main source of protein in the Japanese diet. 
Owing to the mountainous topography, only about 16% of the land is 
cultivated, and more than half is used to grow rice. Japan is also self-
sufficient in potatoes and green tea. Important crops are wheat, barley 
and soybeans, but these must be supplemented by imports. Japanese 
farmers exploit their 15 million acres under cultivation with sufficient 
skill to produce per-acre yields among the highest in the world, despite 
an average farm size of under 2½ acres. Nevertheless, about 20% of 
Japan's food requirements must be imported. 
THE PEOPLE 
Japan's population, estimated at 110 million as of April 1975, has 
grown rapidly in the past 100 years, but current growth is only about 
1% annually. Birth control and family planning were formerly en-
3 
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couraged by the government, but the decline in the birth rate has 
prompted the government toward a neutral position. 
Improved nutrit ion has begun to show its effects. The average height of 
18 year old males, for example, was 5 '2" in 1949 and 5 '5" in 1968. 
The Japanese are indigenous to their islands. The largest minority 
consists of about 600,000 Koreans. 
Average population density is 769 per square mile — the f i f th largest 
among countries with populations of over 5 million. Effective density, 
however, is considerably greater since only about 20% of the land area 
is habitable. Also, industrialization has attracted many people from 
rural to industrial areas, creating severe congestion in some urban 
centers. In the Tokaido belt, f rom Tokyo to Osaka, the few green acres 
that are left are rapidly giving way to factories and homes. 
In the representative year of 1974, 1,000,454 marriages took place as 
contrasted with 113,622 divorces. The ratio of one divorce to almost 
nine marriages is one of the lowest among modern nations, even though 
divorces can be obtained merely by registering mutual agreement wi th 
the city or ward office. 
Education 
Japan has the highest literacy rate in the world (approaching 100%) as a 
result of free, compulsory schooling for all children through six years of 
public school and three years of junior high school. 
Religion 
Buddhism and Shintoism are the predominant religions of most Japan-
ese. Most Buddhists are also Shintoists at the same time. Shintoism is an 
indigenous religion, and the state supported certain Shinto sects and 
shrines until the All ied Occupation and the Emperor's disavowal of 
divinity. 
Christianity has only about 750,000 adherents, but its influence is 
wider than its numbers imply as many members are important in educa-
tion, public affairs and business. 
Language 
The national language is Japanese. There are several local dialects, but 
the standard dialect is understood by all. Korean and Chinese are 
4 
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spoken in the Korean and Chinese quarters that exist in the larger cities, 
and are taught in the schools founded by these groups. 
English is a compulsory subject beginning with the seventh year of 
schooling. One of the competitive examinations for the better high 
schools and portions of the entrance examinations for nearly all uni-
versities are in English, and many positions in government and industry 
require a working command of English. Nevertheless, few students 
develop the ability to read or write English quickly and well, and even 
fewer are able to speak the language. Consequently, English-speaking 
visitors experience diff iculty in communicating with the Japanese 
people. Foreign visitors wil l f ind bilingual business cards useful. Most 
large Japanese companies maintain a General Affairs Department, one 
of whose functions is to provide English and other interpreters, and 
negotiations with Japanese companies often require their use. 
Japanese is written in Chinese characters called kanji. Since the second 
world war, a reform program to simplify written Japanese has been in 
effect. The program envisages reducing the number of kanji from 
several thousand to about 1800, changing from vertical columns read 
from top to bottom and from right to left to a horizontal left to right 
presentation and simplifying the spelling of words. Government offices 
have formally adopted horizontal writing. A movement to teach Japan-
ese writing in the Roman alphabet to ease learning problems has not 
made significant progress. 
Two phonetic alphabets (hiragana for word endings and grammar and 
katakana for foreign words), containing about 75 sounds, supplement 
the kanji characters. A typical Japanese newspaper is printed about 50% 
in kanji and 50% in the phonetic alphabets. Although it is theoretically 
possible to use kanji characters in computer processing of business 
documents, the large memory needed makes this impractical. As a 
result, documents to be processed by computers are in katakana or 
romaji, the Romanized alphabet. 
THE JAPANESE GOVERNMENT 
Japan is governed by a constitutional monarchy similar to the British 
form of government. Its revised constitution, adopted May 3, 1947, is 
technically an amendment of the Imperial Constitution adopted in 
1890. It transferred sovereignty from the Emperor to the people and 
defined his role as a symbol of the unity of the nation. Japan's consti-
tution also contains a renunciation of war and the maintaining of armed 
forces. Self-defense forces are provided for, but their use outside Japan 
is prohibited. The government has an executive who is responsible to 
the legislature and an independent judiciary. 
5 
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Legislature 
The center of political power is the Diet which consists of the House of 
Representatives and the House of Councilors — both elected by uni-
versal suffrage (voting rights commence at age 20). 
Legislation may be submitted by individual members of the Diet or by 
the government, and becomes law if passed by a simple majority of 
both houses. A legislative veto by the House of Councilors of bills 
passed by the House of Representatives may be overridden by a two-
thirds vote of the representatives. If the two houses disagree on 
budgetary matters or on approval of treaties, the House of Repre-
sentatives prevails if the disagreement is not resolved within thir ty days. 
Barring earlier dissolution, the term of office for the 486 representa-
tives is four years, and six years for the 250 councilors. 
Executive Power 
Executive power is vested in a Cabinet composed of the Prime Minister 
and not more than 18 Ministers of State — all of whom must be civil-
ians. The Prime Minister, who must be a member of the Diet, is 
appointed by the Emperor upon designation of the Diet. Ministers of 
State, of whom a majority must be members of the Diet, are appointed 
and may be removed by the Prime Minister. The Cabinet may be 
required to appear before the Diet to answer questions or explain 
government policy. The Cabinet must resign as a body: 
1. When it loses a vote of confidence in the House of Representatives. 
Alternatively, the Cabinet can request that the Emperor dissolve the 
House, in which case a new election must be held within 40 days. 
2. When the Prime Ministership is open. 
3. Upon the first convocation of the Diet after a general election for 
the House of Representatives. 
The Judiciary 
The independent judiciary is headed by the Supreme Court, which has 
the power to declare legislation unconstitutional. The Chief Justice is 
appointed by the Emperor upon designation by the Cabinet, but all 
other members of the Supreme Court are appointed directly by the 
Cabinet. These appointments are subject to a vote of no-confidence at 
the following general election, and after each ten-year period in a 
national referendum timed to coincide with a general election. No judge 
has ever been dismissed by a public vote of no-confidence. 
6 
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Other elements of the judiciary include eight regional high courts 
(courts of appeal), district courts in each prefecture, family courts, and 
summary courts. Judges in these courts are appointed for ten-year 
terms by the Cabinet from a list of persons nominated by the Supreme 
Court. Foreigners have the same rights as Japanese nationals before the 
courts. A backlog of cases waiting to be tried causes long delays in 
settling legal disputes. 
The jury system is not used in Japan. A system had been in effect under 
which defendants in criminal cases had the option of being tried by a 
judge or by a jury. So few defendants selected trial by jury that the jury 
system was suspended and that suspension is still in effect. 
Political Parties 
Since 1955, two parties have dominated the political scene — the 
Liberal-Democratic Party (LDP) and the Japan Socialist Party (JSP). 
The LDP, headed by Prime Minister Miki, is the more conservative 
party and has been in power ever since the constitution was adopted 
(except for a brief period in 1947-48); the JSP is the main opposition 
party. Other political parties include the Democratic Socialist Party, the 
Clean Government Party and the Communist Party. 
THE ECONOMY 
The economy of Japan is one of the world's most highly developed. 
Japan ranks third in gross national product, although it has only about 
half the population of the two leading nations, the United States and 
Russia, an incomparably smaller land area and only a t iny fraction of 
their raw materials. 
The Japanese government monopolizes the production and sale of 
tobacco, salt and industrial alcohol. The Japanese national railway is 
operated by a cabinet-appointed board under the supervision of the 
Minister of Transportation. Japan Air Lines is owned 45% and the Bank 
of Japan is majority-owned by the government. A government-owned 
public corporation (NHK) owns and operates radio and television 
stations, but privately-owned stations also exist. 
Of more importance is the government's role in the private sector. That 
role is one of close cooperation, administrative guidance and control 
where necessary. Administrative guidance may involve such matters as 
production volume, market share or investment policies. Opposition to 
such guidance tends to be freely expressed while policies are in the 
formative stage, but after the policies are formalized, Japanese and 
foreign firms seldom refuse to cooperate. 
7 
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In some ways, Japan's economy is the success story of the 1960s. Three 
of the top twenty industrial companies, outside of the USA, are Japan-
ese. The world's highest rate of reinvestment of gross national product 
is an important factor in the economy's growth. (See item 3 in the 
following table.) 
KEY ECONOMIC INDICATORS 
(Fiscal year starting April 1) 
1970 1971 1972 1973 1974 
Gross national product 
($ billions) 
at current prices 235.7 264.1 301.1 370.1 439.6 
at 1970 prices 158.2 177.2 202.0 248.4 234.6 
Investment as % of GNP 
(current prices) 39.3 36.7 36.3 39.9 38.2 
Real per capita gross 
national product ($) 2,278 2,416 2,579 2,797 2,711 
Foreign trade (1975) 
($ mill ions) 
exports 19,318 24,019 28,591 36,930 55,536 
imports 18,881 19,712 23,471 38,914 62,110 
Consumer price index 
(1970 = 100) 100.0 106.1 110.9 123.9 154.2 
Wholesale price index 
(1970 = 100) 100.0 99.2 100.0 115.9 152.2 
Mining and manufacturing 
product ion index 
(1970 = 100) 100.0 102.7 110.2 127.4 123.5 
A l l industry wage index 
( 1 9 7 0 = 100) 100.0 108.1 199.8 130.5 132.5 
Manufacturing wage index 
(1970 = 100) 100.0 107.4 118.8 131.4 133.5 
Government receipts and 
disbursements ($ billions) 
receipts - - 97.8 125.5 132.9 
disbursements - - 98.6 113.3 138.0 
surplus 1.5 -8.6 -0.8 12.2 -5.2 
Public debt of Japan 
Gross debt ($ bill ions) 20.7 25.3 39.0 43.8 52.4 
(Source: Bureau of Statistics, Off ice of the Prime Minister) 
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The 1974 gross national product of $449.6 billion was distributed as 
follows: 
Personal consumption 52.7% 
New plant and equipment* 18.1 
Government capital fo rmat ion* 8.8 
Government consumption 8.5 
New housing* 7.8 
Increase in inventory* 3.5 
Other 0.6 
Total GNP and expenditures 100.0% 
*The starred items are those that consti tute investment 
as a percentage of GNP (38.2% in 1974). 
Personal Savings 
An important source of strength of the Japanese economy is the savings 
habit of the Japanese people. A 1974 survey indicated total average 
savings per household of ¥2,350,000 for those households possessing 
savings (95.5% of all households). The annual average savings ratio 
(annual savings annual income) was 15% in 1973 and 16% in 1974. 
The National Budget 
The government's general account budget for fiscal 1975 initially antici-
pated no deficit. The comparatively minor sums spent for defense have 
been a factor in Japan's rapid economic progress. The main items of 
revenue and expenditure of the tentative 1975 budget were seen as (in 
¥100 million): 
Revenues Expenditures 
Taxes and stamps 173,400 Social security and related costs 39,269 
Public bond sales 20,000 Public enterprise 29,095 
Miscellaneous 12,510 Education and culture 26,401 
State monopoly National defense 13,273 
payment 4,777 Public bond refunds 10,394 
Other 2,201 Dist r ibut ion of local al location tax 44,086 
212,888 
Other 50,370 
212,888 
The business-recovery measures, however, are expected to trigger a 
budget deficit, which will be covered by issuing bonds. 
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Industries and Products 
The following are capsule summaries of selected industries that have 
helped Japan become an industrial power in the shortest time span yet 
on record. In the industries mentioned, and in others, Japan started by 
licensing foreign technology, but has reached levels where its tech-
nology is being licensed to other countries. In many instances, Japanese 
companies have established factories in countries with lower labor costs 
to overcome the rising cost of labor in Japan. 
Steel. Since the 1970 merger of the two largest steelmakers, Yawata 
and Fuji, to form Nippon Steel, five producers dominate this industry. 
Total steel production of over 117 mill ion tons in 1974 has made Japan 
the world's number three producer. After growing at about 28% a year, 
steel production levelled and actually fell 10% in 1974, due to govern-
ment regulation of the use of petroleum and electricity and limited 
supplies of coking coal and scrap iron from abroad. About 35% of 
crude steel is exported, with the USA as Japan's largest customer. The 
major steelmakers are constructing new blast furnaces in anticipation of 
rising steel demand, though faced with difficulties in securing raw 
materials from abroad. 
Automobiles. A t one time, Japan's Ministry of International Trade and 
Industry was concerned about the ability of Japan's 11 car makers to 
compete with foreign producers if these were allowed into the country. 
There may still be some concern, but major groups formed around 
Toyota Motors and Nissan Motors (Datsun in the USA) accounted for 
almost two-thirds of the industry's production of 3.93 mill ion in 1974 
— second only to that of the United States. Although passenger car 
production increased by an annual average of 37% from 1960 to a 1969 
level of 2.6 mill ion, increases of 26.5% and 11% in 1970 and 1973, 
respectively, were followed by a decrease of 12% in 1974. 
Japan has 14.5 mill ion passenger cars on the road — about 1 car for 
every 8 persons. Inadequate and congested roads and air pollution 
problems, however, may hamper future automobile sales in Japan, 
although automobile exports have grown steadily to 2.7 mil l ion in 
1974. Should Japan become the first nation to produce a pollution-free 
car (much research is going on), it would dominate the industry. 
Shipbuilding. Japan overtook Britain's lead in 1956 and has been the 
world's foremost shipbuilder — both in number and size of ships — ever 
since. Japan launched 15,673,000 gross tons in 1973, giving it a 49.2% 
share of the world's launchings. Key factors have been such technical 
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innovations as assembly line techniques and open-ended docks with 
both ends open to the sea to allow two ships to be built at the same 
time (ships are launched by flooding the dock instead of slipping down 
the ways which could damage large ships). The recent slump in ship 
demand has led to cancellation of orders, particularly of tankers, 
thereby concentrating attention on small and medium vessels. 
Computers. Computer utilization is increasing rapidly, with most 
computers being made in Japan. As of September 1973, computers in 
use exceeded 23,000 units, making Japan second to the United States. 
The industry, which had been heavily protected by the government, 
was opened to foreign imports and capital investment in 1975. In 
preparation for this, the government reorganized the major domestic 
maker into three groups, and provided large subsidies to help develop 
new series of competitive computers. 
Motorcycles. Five manufacturers produced a total of 3.7 million motor-
cycles in 1974, an increase of 19.8% over 1973. Slightly over half of 
these were exported, with North American buyers accounting for 40% 
of all exports. 
Musical Instruments. In 1974, Japanese piano manufacturers produced 
336,000 units. Japan has held the lead in the production of electronic 
organs for some time. The 257,000 electronic organs produced in 1974 
represented 2.7 times the 1969 production of these instruments. 
Cameras. Camera manufacturers produced 5.3 million cameras in 1974, 
an increase of 7% over 1972. 
Pharmaceuticals. About 2400 factories (only 6% employing more than 
100 workers) provided Japan in 1974 with the world's second highest 
output of pharmaceuticals; an output of slightly over ¥1,700,000 
million or a 25% increase over 1973. Despite its position as the number 
two producer, Japan still imports more pharmaceuticals than it exports. 
The large domestic market is primarily the result of the national health 
insurance system (see page 52). The industry was fully opened to 
foreign investment on May 1, 1975, causing consternation among 
Japanese companies, which are technologically behind foreign 
companies. 
Electrical Appliances. The electrical appliance industry is one of Japan's 
important export industries. Some makers, such as Sony, are fast 
becoming household words around the world. An indication of the size 
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and scope of this industry can be obtained from the following statistics 
of appliances and other selected items produced: 
Millions of 
Units Produced 
1973 1974 
Radios 24.5 17.5 
Color TVs 8.7 7.3 
Vacuum cleaners 4.7 4.7 
Washing & drying machines 4.3 4.4 
Refrigerators 3.9 4.2 
Stereo sets 4.4 3.9 
Ai r condit ioners 2.3 2.5 
Chemicals. Japan is the world's second largest producer of chemicals 
(the United States is first). The chemical industry's growth has averaged 
36% annually during the 1970s. Petrochemicals' share of total chemical 
production has been 28% of this figure. 
Industrial Establishments. Japan's industry is too vast for a concise 
description. The most recent statistics available, 1972, indicate Japan 
has 774,500 industrial establishments, with only 27,346 of these 
employing 100 or more workers. But, it is this small number of larger 
firms that accounts for 80% of production, in terms of value, and 
employs more than 60% of the industrial labor force. 
TRANSPORTATION AND COMMUNICATIONS 
Ocean Shipping 
With 9,974 vessels totalling 38,705,000 gross tons out of the world's 
maritime fleet of 61,194 vessels aggregating 311,323,000 gross tons, 
Japan owns 12.6% of the world's bottoms, second only to Liberia. 
Though revenues continue to rise, the share of Japanese vessels in 
Japan's export trade has actually been declining and the shipping 
balance of payments recorded a $1 bill ion deficit in 1973. 
Coastal Shipping 
Coastal shipping has always been an important means of transportation 
as so many cities and factories are near harbors. Overcrowded ports 
have led to delays which some companies have overcome by building 
private wharfs. Nevertheless, coastal shipping transports more domestic 
freight than either trucks or railroads, and specialized and larger vessels 
are coming into use. 
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Railways 
Japanese National Railways (JNR), a public corporation, owns and 
operates about 90% of the railway system. Approximately one-fourth 
of the total length of track, about 13,000 miles (21,000 km.) is electri-
fied. Trains run on schedule and the new Tokaido Line, between Tokyo 
and Hakata, has the world's fastest train, the Hikari, which makes the 
entire tr ip at an average speed of over 100 miles (160 km.) an hour. 
JNR's financial position, however, has been diff icult in that it had an 
accumulated deficit of $7.5 billion as of April 1975. 
Roads 
Japan has approximately 649,000 miles (1,045,000 km.) of roads, but 
only about 141,000 miles (227,000 km.) are paved. The use of motor 
transport for freight has been hampered by these conditions although 
some seven million trucks are in use. This is a sector in which the 
government is planning large expenditures. 
Airways 
Airlines provide the fastest growing means of internal passenger 
transportation. Tokyo's airport is overcrowded, however, and a second 
airport is being completed. A program was begun in 1967 to expand 
existing airports throughout Japan. 
Telephones 
At the end of January 1973, Japan had 34.5 million telephone sub-
scribers and a waiting list of about 1.8 million, plus 0.6 million public 
telephones. In metropolitan areas, where most foreign firms locate, 
telephone service is usually available within two weeks. In outlying 
areas, however, it may take a few years to obtain service. Telephone 
calls, including international calls, can be made quickly and reliably. 
Both telephone and telegraph systems are operated by the Nippon 
Telegraph and Telephone Public Corporation, which is owned by the 
government. 
IMPORTS AND EXPORTS 
After years of a favorable balance of trade, skyrocketing petroleum 
prices in 1974 dealt Japan's commerce a severe blow. Exports that year 
totaled $55,579 mill ion and imports $62,076 million, giving Japan a 
negative trade balance of $6,497 million. Since then, however, Japan 
has returned to a favorable trade balance. The United States is by far 
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Japan's most important trading partner, and statistics compiled by the 
office of the Prime Minister show Japan's trade with the United States 
to be as follows (in $ billions): 
1970 1971 1972 1973 1974 
Exports to USA 7,127 8,739 9,083 8,560 9,155 
Imports f rom USA 6,672 5,826 6,007 8,394 12,314 
The following statistics reveal the major areas in which Japan is a net 
exporter and importer (in $ millions): 
1970 1971 1972 1 9 7 3 
Heavy industrial goods: 
exports 7,833 10,587 13,654 18,119 
imports 2,132 2,242 2,376 3,134 
Light industrial goods: 
exports 1,234 1,488 1,784 2,139 
imports 1,000 998 1,148 1,858 
Foodstuffs: 
exports 648 679 666 837 
imports 2,574 2,908 3,607 5,973 
Raw materials and fuels: 
exports 401 519 578 805 
imports 6,676 6,408 7,191 12,199 
Other: 
exports 9,048 10,546 11,652 14,483 
imports 2,501 2,261 3,265 6,502 
MEMBERSHIP IN INTERNATIONAL ORGANIZATIONS 
Japan is a member of many world and regional organizations. It has 
officially accepted the responsibility of providing aid to developing 
countries, and currently devotes about 1% of GNP to this end. For 
purposes of this business study, its memberships in the following 
organizations are the most significant. 
The International Monetary Fund 
Japan's original membership in the International Monetary Fund was in 
the category known as Article 14 countries. Article 14 stipulated that 
countries could be exempted from the obligation to remove foreign 
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exchange restrictions on currency movements during the postwar 
transitional period. In 1964, Japan transferred itself to the category 
known as Article 8 countries, which signified its acceptance of the 
principle of removing foreign exchange restrictions. With the transfer to 
Article 8, the yen became a convertible currency and, since then, Japan 
has agreed to guarantee the repatriation of profits and capital of foreign 
investors. However, Japan has held that Article 8 countries are not 
required to remove all restrictions on the inflow of foreign capital, 
although it has moved in that direction. 
Organization for Economic Cooperation and Development (OECD) 
Japan joined the OECD in 1964. The principal obligations accepted by 
members are those concerned with liberalizing trade and movement of 
capital between countries. 
General Agreement on Tariffs and Trade (GATT) 
Japan has been a member of GATT since 1955, and participated 
actively in the 1964-67 Kennedy Round of tariff negotiations. 
Others 
Japan is an active member of the United Nations Economic Com-
mission for Asia and the Far East (ESCAFE), the Colombo Plan, the 
Asian and Pacific Council (ASPAC), the Asian Productivity Organi-
zation (APO), the Asian Development Bank (ADB), the World Bank-
sponsored consortia for India and Pakistan, and many other 
organizations. 
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FOREIGN INVESTMENT IN JAPAN 
General Comment 
Many factors help to make Japan an almost irresistible magnet for 
foreign investors, despite substantial difficulties. The Japanese domestic 
market, 110 mill ion strong and growing in buying power at an incredi-
ble rate, is one such factor. Although in 1945 Japan's industry had been 
virtually destroyed, it is now not only the leading industrial power in 
Asia but ranks third on the world scene, and is fast becoming a serious 
challenger to both the United States and Russia. Other contributing 
factors are a stable government, a skilled labor force and a highly 
literate and industrious people. Thus Japan has a pivotal role in the 
world's economy, and this role wil l continue to expand. Its needs for 
raw materials are bound to have a major impact on the rate of exploi-
tation of the natural resources of Australia, Siberian Russia and China 
and of many of the developing countries of Africa, Asia and Latin 
America. It is therefore inevitable that capital-rich countries look at 
Japan wi th more than academic interest. 
On the other hand, foreign investment in Japan may present more 
difficulties than are normally encountered in other countries. Official 
government policy has been generally restrictive, and Japanese culture 
and customs more dif f icult for foreigners to understand than is the case 
in other countries. The problem of communication is substantial. Few 
Japanese speak foreign languages, although English is widely used in 
commerce and industry, and fewer foreigners still can understand 
Japanese. 
The two main laws that enable the Japanese government to control the 
nature and extent of foreign investment are: 
1. Foreign Exchange and Foreign Trade Control Law of 1949. This law 
requires the approval from the Ministry of Finance for all transactions 
involving international payments. Although subsequent liberalization 
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has occurred in the form of amendments to the law, the basic authority 
to control foreign exchange, which is tantamount to control of most 
forms of foreign investment, derives from this law. 
2. Foreign Investment Law of 1950. This law provides for foreign 
investment in Japan to be validated by the appropriate ministers, who 
normally include the Minister of International Trade and Industry 
(MITI) and the Minister of Finance (MOF) and may also include the 
minister wi th jurisdiction over the particular industry. 
Policies based on these laws have been and are still being modified, but 
they provide the legal mechanism by which the Japanese government 
controls the entry of foreign investment. 
Pressure against these potential legal barriers comes from Japan's 
membership in the Organization for Economic Cooperation and 
Development and from its status as an Article 8 nation in the Inter-
national Monetary Fund (see page 14). Similar pressures arise from 
Japan's investments in and treaties with many foreign countries. For 
example, a Treaty of Friendship, Commerce and Navigation with the 
United States became effective on October 30, 1953. In general, the 
treaty guarantees that United States corporations and individuals can 
engage in business operations in Japan on an equal basis with Japanese 
nationals, except for certain industries such as public utilities, ship-
building, transportation, and banking. Similar treatment is provided for 
Japanese nationals and companies in the United States. Parenthetically, 
some USA businessmen feel that the barriers imposed by the Japanese 
government under the Foreign Investment Law and the Foreign 
Exchange and Foreign Control Law violate this treaty. 
Evolution of Foreign Investment in Japan 
Some foreign investment entered Japan in prewar days and in the 
unsettled period shortly after World War II. Between October 1956 and 
June 1963, "yen-based investments" were made. The term "yen based" 
arose because foreign companies could invest in Japan without govern-
ment approval (validation), but they received no guarantee regarding 
the repatriation of capital or remittance of profits. Their original invest-
ment and any profits therefrom had to remain in yen. Over 300 such 
equity investments were made. Branch offices established during this 
period were similarly yen based. The majority of yen-based investments 
were made by small companies, but a few large firms established 
wholly-owned subsidiaries, and have since captured major shares of the 
Japanese market. Examples are Coca-Cola, Johnson & Johnson and 
IBM. Recent liberalization has allowed former yen-based companies 
fuller rights for remittance of dividends and repatriation of capital. 
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Such unvalidated yen-based investments have been prohibited since 
1964, when Japan became an Article 8 member of the IMF and joined 
the OECD (see page 15) and, accordingly, instituted guarantees for 
remittance of profits and repatriation of capital. Along with these 
guarantees, however, Japan imposed the requirement that all forms of 
foreign investment be subject to formal government review and 
approval, otherwise referred to as validation. The validation procedure 
had the effect of protecting those industries the Japanese government 
felt not capable of meeting the competition of large foreign firms. This 
was achieved by the classification of industries into three categories: 
A — Industries in which up to 50% foreign ownership is automatically 
approved. 
B — Industries in which up to 100% foreign ownership is automatically 
approved. 
C — Industries in which approval of investments other than portfolio 
(regarding which, see below) was given only on a case-by-case 
basis. 
The term automatically approved has meant in practice only that a 
proposed foreign investment in an industry will not be barred solely on 
the basis of percentage of foreign ownership, Other restrictions may 
also apply. Liberalization policies instituted in 1967, 1969, 1970, 1973, 
and 1974, however, gradually reduced Japan's restrictions on foreign in-
vestment, and in time industries from category C were moved to cate-
gory A, and category A industries moved to category B. 
The Ministry of Finance (MOF) has compiled the following statistics 
which indicate the number of individual cases and amount of foreign 
investment in subsidiaries and joint ventures in Japan. 
Number Amount 
of Cases ($ millions) 
1969 391 70.4 
1970 455 114.4 
1971 445 255.4 
1972 747 160.4 
1973 756 167.2 
Total (1950 to 1973) 4,053 1,179.2 
US por t ion (1950 to 1973) 1,876 745.6 
Liberalization in areas other than in direct equity investments is dis-
cussed on the following pages. 
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Current Status of Foreign Direct Investment 
As a result of the final liberalization, which became effective in May 
1975, all businesses and industries are now open to foreign investment 
on a 100% foreign-ownership basis, wi th the following exceptions and 
qualifications: 
1. Excepted Sectors 
a. Primary industries related to agriculture, forestry and fisheries. 
Subject to individual screening. 
b. Mining. Open to 50% foreign-equity joint ventures. 
c. Petroleum (refining, distribution and sales). Subject to individual 
screening. 
d. Leather tanning and production of leather goods. Subject to in-
dividual screening. 
e. Retail trade. Subject to individual screening. Previous automatic 
approval provision still applies, however, in 50% foreign-ownership 
joint ventures with 11 outlets or less. 
2. Semi-Excepted Sectors (as of September 1975) 
a. Manufacture, sale and leasing of electronic computers: 
50% — Aug. 4, 1974. Subject to individual screening. 
1 0 0 % - Dec. 1, 1975. 
b. Data processing industry: 
50% — Dec. 1, 1974. Subject to individual screening. 
1 0 0 % - A p r . 1, 1976. 
c. Fruit juice and fruit-based soft drink production. 
5 0 % - M a y 1, 1976. 
d. Production of photo-sensitized materials. 
5 0 % - May 1, 1976. 
In addition, the following industries are governed by a special law that 
requires the obtaining of a permit before setting up a business. The 
government's present policy is not to grant such a permit to a company 
in which foreign investors hold more than 15% of the total shares. 
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RESTRICTED BUSINESS CATEGORIES 
Waterworks and supply works 
Local railways 
(excluding national railways) 
Light railways 
Trusts 
Banking 
Marine transportat ion 
(shipping and chartering only) 
Freight transportat ion 
Fisheries 
Broadcasting 
Mining 
Harbor transportat ion 
Road transportat ion 
(freight and passenger vehicles only) 
Mutual loan and savings banking 
Long-term credit banking 
A i r transportat ion 
Electric business under Ar t ic le 2, 
I tem 5 of the Electric Business Law 
Gas u t i l i t y 
Foreign exchange banking 
It must also be kept in mind that all foreign direct equity investment 
still requires validation under the Foreign Investment Law. Thus, 
liberalization has not resulted from major changes in the law; it is 
simply an expression of policies to be applied in administering the law. 
The validation requirement has thus far been discussed in general terms 
only. The specific procedures and limitations imposed on foreign invest-
ment depend on how a foreign enterprise or individual elects to do 
business in Japan. The following are some of the methods available for 
participating in the Japanese economy: 
Wholly-owned subsidiary and joint venture 
Establishment of branch 
Foreign portfolio investments 
Licensing agreements 
Nonpermanent establishment 
WHOLLY-OWNED SUBSIDIARY AND JOINT VENTURE 
Subsidiaries and joint ventures are discussed together because they are 
both a form of direct equity investment, although joint ventures are by 
far the more common of the two. A joint venture is not a separate type 
of legal entity in Japan; it is usually a corporation in which two or more 
parties share ownership in agreed percentages. It is often formed as part 
of a licensing agreement because the foreign licensor desires more con-
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trol over the use of the technology than is possible in a licensing agree-
ment alone and wishes to obtain a share of the profit derived from the 
technology. 
The foreign investor wishing to form a joint venture usually follows this 
procedure: (1) finds Japanese co-venturers and negotiates a satisfactory 
agreement, (2) prepares and submits a prescribed application for valida-
t ion to the Foreign Investment Section of the Bank of Japan and (3) 
upon validation, proceeds wi th the formation of the corporation (see 
chapter 5). 
This procedure can be long and dif f icult , however, and involve much 
negotiation. An attorney usually represents the foreign parties. When 
negotiating with the government, executives and staff of the Japanese 
interests usually take the leading role because of their contacts with 
government officials and their familiarity with the language. It is not 
unusual for obstacles to arise which demand renegotiation of matters 
presumed already settled. The MOF or the ministry with jurisdiction 
over the particular industry may request changes in such areas as pro-
posed product line, production volume or marketing. Thus, when 
validation is finally obtained, the product market share and other mat-
ters affecting the venture are fairly well defined. Subsequent input of 
capital to increase production, finance sales or promote the product 
requires the same validation as the original investment. 
ESTABLISHMENT OF BRANCH 
An alternative to the establishment of a subsidiary is the establishment 
of a branch in Japan. Government approval is still necessary, but the 
procedure is somewhat simpler than that required for direct equity 
investment. 
Application forms are submitted in triplicate to the Bank of Japan, 
although it is the MOF and the MIFI who wil l make the decision 
regarding approval. The application is known as an Establishment Re-
port and requires the following information: name and nationality of 
parent company, name and address of legal representative in Japan, 
date branch is to commence operations, source and amount of capital 
to be supplied to branch, business activities of both the parent com-
pany and the branch, and projected branch financial statements usually 
for the first three years of operation. The application normally contains 
these attachments: (1) documents of incorporation of the parent com-
pany, (2) financial statements of the parent company for the two pre-
ceding years and (3) a copy of the power of attorney naming the legal 
representative of the branch. In addition to government approval of the 
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Establishment Report, a license is required for the remittance to Japan 
of the branch's stated capital. A separate application must be filed with 
the Bank of Japan for this license, but it is usually automatically ap-
proved once the Establishment Report has been accepted. Reports 
similar to the Establishment Report are required within three months 
of the close of each fiscal period. 
There is no law specifying what type of activities branches may engage 
in. But the requirement of an Establishment Report and license for the 
remittance of funds to a branch enables the authorities to impede or 
prevent altogether a branch's establishment. In recent years, only in 
special cases have branches wishing to engage in such activities as in-
surance, manufacturing and broadcasting received approval. On the 
other hand, branches interested in purchasing or selling activities or in 
functioning as liaison or representative offices are normally approved 
without diff iculty. 
Ministry of Finance statistics for the years 1970 through 1974 reveal 
the number of branches and the authorized funds received by wholly 
foreign-owned branches. 
$ Millions Branches 
1970 * 72.7 516 
1971 57.2 542 
1972 65.3 523 
1973 80.3 612 
1974 83.2 563 
For other factors relating to the establishment of branches, see page 69. 
FOREIGN PORTFOLIO INVESTMENTS 
The Foreign Investment Law of 1950 does not include the concept of 
subsidiaries or joint ventures, nor does it distinguish between direct and 
indirect investment. The law merely distinguishes between stock ac-
quisitions that have and do not have an influence on management. 
In the past, when stock acquisition had been regarded as a simple 
investment having no influence on management, validation procedures 
were simpler and were more truly automatic than those for other types 
of investment. 
Still, liberalizations have occurred in this area and, as a result of the 
final liberalization, the distinction between direct and portfolio invest-
ments has become less significant. 
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Thus, until they are fully liberalized, in the excepted and in the semi-
excepted sectors, no foreign investor may hold 10% or more of the 
issued shares of a company, and the number of shares held by all 
foreign shareholders must be less than 25% of the total issued shares of 
the company. Within these limits, the Bank of Japan will automatically 
validate an application. Investments above these limits, however, are 
screened on an individual basis. Japanese companies may apply for 
eased limits on foreign ownership, as in the case of Sony, for instance, 
in which 45% of the company's shares are owned by foreigners. 
Once a portfol io investment has been validated, there are no problems 
in remitting dividends or in repatriating capital. 
LICENSING AGREEMENTS 
Contracts for the transfer to Japanese companies by foreign investors of 
such intangibles as patent or ut i l i ty model rights or technologies, know-
how, technical assistance, or copyrights require validation or licensing 
under the laws mentioned on page 17. When the contract period or 
period of payment is in excess of one year, the Foreign Investment Law 
requires that the contract be validated by the appropriate minister. Al l 
other contracts are subject to licensing under the Foreign Exchange and 
Foreign Trade Control Law by the appropriate minister. Contracts for 
the induction of technology without compensation or where com-
pensation is to be made to foreign residents in yen, however, do not 
require government approval, provided the contract term is for one year 
or less. 
The restrictions on licensing agreements have been liberalized along 
with those on equity investments. The current procedures stem from 
the liberalization measure that went into effect on June 1, 1968. Under 
this measure, validation and licensing authority have been delegated, in 
principle, to the Bank of Japan and, in recent years, the approval of 
license agreements has been greatly expedited. 
Outline of Liberalization Measures 
The Bank of Japan has been instructed to handle applications for 
validation and licensing under the following procedures: 
1. Non-liberalized areas. Imports of technology in seven non-liberalized 
areas must be transferred by the Bank of Japan to the ministries con-
cerned for their direct examination and decision if the agreements in-
volve payments by Japanese firms of more than $50,000. The areas 
concerned are aircraft, weapons, explosives, nuclear energy, space, 
electronic computers, and petrochemistry. 
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2. Liberalized areas. Applications for technology imports in all but the 
non-liberalized areas are required to be screened and a decision ren-
dered within three months. The Bank of Japan will normally provide 
the necessary approval itself, but a ministry which has jurisdiction over 
the industry involved may intervene within one month of the applica-
tion to the bank and request individual screening. Ministers may in-
tervene only on grounds of "adverse effects to the Japanese economy." 
As a safeguard, any such ministerial intervention is required to be re-
viewed for appropriateness at the following regular monthly meeting of 
the Foreign Investment Council. In any event, the screening process 
must still be completed within three months of the date of application. 
The intervention clause of "adverse effects" has been interpreted in 
many ways including hampering nationalization of an industry and 
interfering in small and medium size businesses, but the most liberal 
interpretation is one citing unfair binding clauses in the contract. This 
has been used on occasion as a lever to change such conditions in 
licensing contracts as royalty arrangements, whether competing pro-
ducts may be manufactured, marketing areas, and ownership of im-
provements in technology. To minimize direct government intervention 
on the grounds of "unfair binding clauses," the Anti-Monopoly Law is 
sometimes applied in examining such cases. The issues examined for 
"unfair clauses" have been set forth in Criteria Concerning Inter-
national Contracts for Acquisition of Foreign Technology, published in 
1968 by the Fair Trade Commission which administers the Anti-
Monopoly Law. 
3. Automatic approval areas. Applications for approval of licensing 
agreements involving a fixed remuneration of $50,000 or less are re-
quired to be automatically approved within one month by the Bank of 
Japan (even if they concern the first two areas). This requirement for 
automatic approval does not apply to contracts between a home office 
and a Japanese branch or subsidiary. Neither does automatic approval 
apply to cross licenses (technological exchanges between Japanese and 
foreign corporations) because of the dif f iculty in determining the com-
pensation paid by the Japanese side for the technology produced. Such 
cases are subject to procedures 1 or 2. 
Alterations in Contracts 
The alteration of a contract by including additional items of know-how 
is treated as a new agreement and is screened under procedures 1 or 2, 
depending on the industry. 
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Factors in Negotiating License Agreements 
When Japanese firms negotiate with foreign licensors of know-how, the 
negotiations usually revolve around such matters as cost and method of 
determining cost, geographic marketing area of the end product and 
term of the contract. The Japanese side wil l usually t ry to obtain as 
short a term as possible — three to five years is a common settlement 
range. 
Japanese businessmen are skilled negotiators. Unless the foreign in-
terests have considered carefully all potential uses of their technology, 
they may learn eventually that the Japanese have taken into account 
more technological potentials than the foreign side has. 
Licensing agreements sometimes provide for technical assistance by the 
foreign entity, or separate agreements on this matter may be nego-
tiated. A common cost range for technical assistance has been $100 to 
$150 per man-day plus air fare and living expenses in Japan. 
Sometimes a licensing agreement is part of a larger agreement in which 
a Japanese and foreign f i rm combine in a joint venture to produce the 
end product of the technology which is being licensed. The more de-
sirous Japan is of obtaining the technology, the better chance such a 
venture has of obtaining validation. 
Although authority to license or validate licensing agreements has been 
delegated to the Bank of Japan and/or the competent ministers, the 
Minister of International Trade and Industry is still influential. The 
MITI generally does not favor limitations on marketing areas or mini-
mum royalty clauses. A common range of royalty payments is between 
1% and 8% of sales; some agreements are based on a flat fee per unit 
sold or produced. When licensing agreements expire and a new vali-
dation or license is required, the government sometimes attempts to use 
its influence to obtain more favorable terms for the Japanese side than 
there were in the original agreement. 
The usual practice is for the Japanese party in a licensing agreement to 
handle the validating or licensing process, once a contract has been 
signed. The Japanese side is likely to have contacts with those officials 
whose approval is required and to be more knowledgeable than the 
foreign side about what terms the government wil l approve. Situations 
have occurred in which a point won in negotiations has had to be given 
up in order to obtain government approval. 
Royalties 
Once an agreement has been validated or licensed, there is no problem 
in remitting royalties. 
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Pitfalls in Licensing Agreements 
The method of computing royalties is an important factor in any 
licensing agreement. Computing royalties as a percentage of the sales 
price involves the determination of whether the sales price is the price 
to the end user or the price to any segment of the long and complex 
distribution channel prevalent in Japan. If the licensee is an affiliate of 
a large trading company, the sales price could be an intercompany 
transfer price at substantially less than might be obtained from an 
unrelated buyer. 
Some licensing agreements may require royalties to be computed on a 
basis in which manufacturing cost is one of the components. This can 
occur when the licensed product is an element of a larger unit and, 
consequently, has no measurable sale price of its own. Because Japanese 
companies usually do not have precise or sophisticated cost accounting 
systems, and do not use any one method for determining depreciation 
and retirement allowance accounts, general terms such as manufactur-
ing cost, actual cost or the like should be either carefully defined or 
avoided. 
Finally, regardless of the care taken in establishing the basis for royalty 
calculations, the accounting system of the licensee must obtain the 
required information and provide the necessary internal controls to 
ensure that all transactions are properly recorded. Without a reliable 
accounting system, royalty calculations may be mathematically correct, 
but otherwise quite meaningless. 
NONPERMANENT ESTABLISHMENT 
Japan's tax treaties generally provide that royalties, interest and divi-
dends be subject to limited taxation, and that commercial and in-
dustrial profits not be taxed in Japan unless a permanent establishment 
is maintained and such profits be attributable to the permanent estab-
lishment. A permanent establishment has not been precisely defined 
and there are borderline cases in this area. An import-export relation-
ship by itself does not indicate a permanent establishment. Purchasing 
activities in Japan where contracts are signed outside of Japan and no 
copies of contracts or similar documents are maintained ordinarily do 
not give rise to a permanent establishment. Such additional services as 
marketing research in Japan, rendering technical assistance or providing 
aid in public relations can often be performed without being considered 
a permanent establishment. It is possible to use an agency, provided the 
agent does not carry an inventory from which he regularly fills orders 
and does not have general authority to negotiate and contract on behalf 
of the foreign enterprise. Because the activities that may be carried on 
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in Japan without a permanent establishment may fall into many such 
borderline areas, it is advisable to obtain professional advice before 
undertaking any such activities. 
PATENTS, TRADEMARKS AND COPYRIGHTS 
The legal protection of foreign technology and similar rights can be 
obtained by registering such rights in Japan. It is almost impossible to 
prevent a Japanese f i rm from producing an exact or similar model of a 
new product if it has not been registered in Japan. Registration of a 
patent in the inventor's home country normally affords protection only 
against importation into that country. As in other countries, a foreigner 
in Japan must obtain competent professional advice on the procedures 
for securing the maximum legal protection. The following is a general 
guide to the protection available. 
Patents 
Patent protection is based on Patent Law (No. 121) of Apri l 13, 1959 
which is administered by: 
Director General — Patent Office 
1-3-1, Kasumigaseki 
Chiyoda-ku, Tokyo 
Applications for patent registration with specifications, drawings and all 
technical papers pertaining to the invention are filed at the above ad-
dress. As a member of the International Convention for the Protection 
of Industrial Property (Paris Union), Japan offers priority periods to 
nationals of other member countries of six months for registration of 
industrial designs and trademarks and of twelve months for patents and 
uti l i ty models. Priority period refers to the right afforded a foreigner 
who files a patent application in his home country, and later applies for 
a patent in Japan within the priority period, to backdate his application 
in Japan to the date of his first filed application in his home country. 
Patent applications by foreigners have greatly increased in recent years. 
Considerable amendments were made to the patent law in 1971 and 
1975. The 1971 amendment was aimed primarily at clearing an ac-
cumulated backlog of 750,000 applications. This has been accom-
plished by adopting an early public disclosure system and by examina-
t ion upon request. The main effect of the 1975 amendment has been to 
allow patents of items of food and drink, medicines and substances 
obtained through atomic transformation for the first time. 
As of January 1, 1971, all patent applications are published in the 
Patent Gazette after a year and a half f rom the fil ing date (if priority is 
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claimed on the basis of foreign application, a year and a half from the 
date of such application). 
Unlike under the earlier law, applications are no longer examined by 
the Patent Office unless a request for examination is made. If no such 
request is made within 7 years from the date the patent application was 
filed in Japan, the application is deemed withdrawn. Public disclosure 
of the patent application entitles the applicant to the full range of legal 
remedies against infringers. Fees are ¥4,000 per application and 
¥14,000 for a request for examination. Annual patent fees start from a 
basic fee of ¥1,500 plus ¥1,500 per patent for each of the first three 
years, and gradually increase to ¥18,000 for the basic fee plus ¥15,000 
per patent for each of the 13th to 15th years. 
Registered patents are protected against infringement for 15 years from 
the date of publication in the Patent Gazette, but the period of protec-
tion cannot exceed 20 years from the date the application was filed. 
The fact of patent registration should be marked on the product. Cer-
tain rights of patent decrease if a patent is not used for three or more 
consecutive years following registration; for instance, an interested 
party may request compulsory licensing. 
The Japanese patent law offers similar protection to "ut i l i ty models"; 
for example, a new type of ornament. These are regarded as minor 
inventions (devices related to shape, construction or assemblage of an 
article), and are treated similarly to other types of patents, except that 
protection is granted for a period of ten years from date of approval 
and no more than fifteen years from application date. Industrial designs 
are protected for fifteen years from date of registration. 
Inventions contrary to public health, safety or morals and inventions of 
substances to be produced by atomic transformation are not 
patentable. 
Trademarks 
Trademarks are protected for ten years from the registration date, and 
are renewable for ten-year periods. The first person to apply for regis-
tration, even though he has not used the trademark previously, is 
normally granted authorization. However, an earlier user of an un-
registered trademark who can prove extensive use of such a trademark 
is entitled to continue its use. The holder of a trademark not used for 
three consecutive years after registration may lose some of his protec-
tion and be subject to a trial for cancellation of the mark. 
Under an amendment to the trademark law, effective from January 1, 
1976, if at the time an application for trademark renewal is filed, an 
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examination shows the trademark not to have been used during the 
three-year period immediately preceding the renewal date, the trade-
mark is not renewable. 
Trademark protection is afforded, under the trademark law, to numer-
ous separate product categories rather than across the board. Thus, a 
trademark that is to be used on products falling into more than one 
product category requires a separate registration for each category. For 
categories of products not manufactured, but where other firms' use of 
the same mark would lead to confusion, "defensive registration" can be 
obtained. Such defensive registrations are not subject to penalties for 
non-use. 
Trademark applications are made to the Patent Office, and the applica-
t ion fee is ¥6,000 per trademark. 
Copyrights 
Copyright Law No. 39 of 1899, as amended, governs copyright protec-
tion. The holder of a copyright obtains the exclusive right to publish, 
reproduce, translate, perform, or otherwise disseminate the work during 
his lifetime, and this right is passed on to his heirs for 37 years after his 
death (expected to be increased shortly to 50 years after death). Types 
of works which may be copyrighted are writings, speeches, drawings, 
paintings, architecture, sculpture, modeling, photography, perfor-
mances, singing, and other works of a literary, scientific or artistic na-
ture. Applications for copyrights are filed with the Ministry of Educa-
tion, which administers the law, and are granted by publication in the 
Copyright Register. 
Japan is a member of the Universal Copyright Convention (UCC). 
Works first published in other UCC member countries are automatically 
protected in Japan, under the terms of the convention, by the use of 
the symbol © along with the author's name and date of first publi-
cation. Registration with the Ministry of Education is not required. 
JAPAN'S MONETARY SYSTEM 
Debt capital plays a much larger role in Japanese enterprises than 
equity capital. From 60% to 90% of capital needs are supplied by bank 
loans. A t the end of the 1968 fiscal year, the average net worth of all 
industries was estimated to be between 20% and 25% of total liabilities. 
The all-industry ratio of current assets to current liabilities in March 
1969 was 1.08 to 1. As a consequence of this use of debt rather than 
equity capital, banks are a key factor in the economy. 
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Japan's Central Bank 
The Bank of Japan was established in 1882 as the central bank and is 
the sole issuer of bank notes. It is organized as a special corporation; is 
majority-owned by the government; and acts as general fiscal agent for 
the government under the effective supervision of the Ministry of 
Finance. The tight supply of credit in recent years has resulted from 
policies of the central bank. 
Japan's commercial banks are aggressive lenders; at times, more than 
100% of their deposits may be on loan. The result is that commercial 
banks are highly dependent on the central bank to replenish their 
liquidity. The supply of credit is controlled by the central bank through 
discount rates, reserve requirements, penalties for borrowings in excess 
of certain limits, fund position guidance, and other devices. The net 
result is that the Bank of Japan can influence the credit system and, 
thus, general business activities more effectively than banks in other 
countries with similar roles. 
Commercial Banks 
Commercial banking is well developed in Japan and is the major sup-
plier of capital. There are three types of commercial banks. 
1. Ordinary Banks. The ordinary banks are the most important banks 
that engage in general banking activities. These include city banks, 
which operate nationally but are headquartered in the larger cities, and 
local banks, which are headquartered in prefectures but some of which 
operate on as large a scale as city banks. Foreign banks operate through 
branches, and are engaged in foreign exchange transactions with deposit 
and loan activities also. The ten largest banks in terms of deposits, includ-
ing bonds, as of September 1975, are the Dai-ichi, Fuji, Sumitomo, 
Mitsubishi, Nihon Kogyo, Sanwa, Nihon Long-Term, Tokai, Taiyo Kobe, 
and Mitsubishi Trust. 
Some of the important commercial banks were closely affiliated in 
prewar days with large interrelated firms (zaibatsu). These zaibatsu 
competed with each other but strong loyalties existed within the group. 
Although these firms were broken up during the Allied Occupation, 
mutual loyalties and interests remained, and there is still a close re-
lationship between certain banks and the manufacturing, trading and 
other enterprises that once formed the zaibatsu. 
Japanese firms usually borrow on the basis of promissory notes of 60 to 
180 days; however, such borrowings are often rolled over for years. The 
maintenance of compensating balances is a frequent requirement. 
Nevertheless, since the borrowings are short term they appear as a 
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current liability on the balance sheet and are an important factor in the 
low current ratio of Japanese firms. The amount a f i rm may borrow 
often depends on the company's contacts and influence with bank 
officials. The influence the bank can exercise on the firm's liquidity and 
the receptiveness of the f irm to the bank's advice on certain aspects of 
operations are other factors taken into account in determining loan 
amounts. 
Foreign firms may find local financing more dif f icul t to obtain than do 
Japanese firms. In joint ventures with a Japanese partner who repre-
sents a large firm, the Japanese partner is often able to use his influence 
with bank officials to secure loans for the joint venture. 
Many loans are unsecured, but for other loans the usual types of col-
lateral are required. Banks frequently require a parent company to 
guarantee a loan to a subsidiary. Foreign banks are often able to assist 
nationals of their countries in securing loans from Japanese banks. 
One feature of commercial banks worth noting is that their funds are 
primarily derived from deposits — both demand and time or savings 
deposits. 
Thus, the savings habits of the Japanese people are a major element in 
providing funds for enterprises. 
2. Debenture Issuing Banks. A few banks and other institutions are 
authorized to issue long-term debentures. These are their main source 
of funds as their deposit activities are restricted. Debenture issuing 
banks are a prime source of long-term funds. They may not engage in 
short-term lending, and were originally authorized to relieve ordinary 
banks from the pressure of providing long-term funds. 
3. Trust Banks. This category of commercial bank is primarily engaged 
in the trust business. The seven trust banks handle such functions as 
stock transfers and dividend payments in addition to regular banking 
functions. They are prime sources of medium-term loans. 
Foreign Exchange Banks 
Foreign exchange banks are a specialized form of commercial bank. 
They engage in foreign exchange transactions in addition to ordinary 
commercial banking activities. Al l 38 branches of the 18 foreign banks 
(September, 1970) and many of the commercial banks engage in 
foreign exchange transactions. 
Foreign exchange banks are designated as Class A or Class B. Class A 
banks are authorized to handle all kinds of foreign transactions. Class B 
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banks may effect transactions in foreign currencies only through Class 
A banks. All of the city banks and foreign branch banks are Class A 
banks. The Bank of Tokyo is the city bank with the largest specializa-
tion in foreign exchange transactions. 
Japan Development Bank 
The Japan Development Bank (JDB) is wholly owned and operated by 
the government and is an important source of public funds for large 
•Japanese firms. JDB rarely deals with foreign firms, but has granted 
loans to ventures with foreign participation in cases where important 
new technology was introduced to Japan. 
Export-Import Bank of Japan 
The government-owned Export-Import Bank of Japan is a supplier of 
medium and long-term credit for exporters and for projects that may 
generate exports. Short-term export credit is generally provided by the 
commercial banks. 
Other Financial Institutions 
Both life and casualty insurance companies engage in loan and invest-
ment activities. The following other financial institutions provide loans 
for small and medium-sized businesses: mutual loan and savings banks, 
credit cooperatives, credit associations, and the central bank for com-
mercial and industrial cooperatives. Various government financial in-
stitutions have been set up to provide funds for specialized public and 
private purposes prescribed by law (i.e., housing loan corporations). 
Leasing companies are a growing institution. 
STOCK EXCHANGES IN JAPAN 
Japan's major stock market is the Tokyo Stock Exchange. Other im-
portant stock exchanges are located in Osaka and Nagoya, and minor 
markets are located in several other cities. The Tokyo market has the 
world's largest trading volume in share units and is second only to the 
New York Stock Exchange in the value of shares traded. Most trading is 
in common stock; corporate bonds are of less importance and even 
fewer preferred shares are traded (or issued). 
Following recent relaxations in the law, a number of foreign companies 
have been listed on the Tokyo Stock Exchange. Similarly, Japanese 
companies have been listing their securities in western markets. 
Foreign investment in Japanese securities, after growing rapidly be-
tween 1967 and 1972, fell sharply in 1973 and 1974, but showed signs 
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of recovery in 1975. Figures released by the Ministry of Finance show 
extent of foreign investment in Japanese securities ($ millions). 
Net Increase 
Acquisition Disposal (Decrease) 
1970 $1,119 $ 919 $200 
1971 2,231 1,320 911 
1972 3,269 2,659 610 
1973 1,920 2,577 (657) 
1974 1,027 1,922 (895) 
The listing requirements for the stock exchanges are administered by 
the Ministry of Finance under the Securities and Exchange Act. Listing 
requirements of the Tokyo exchange differ for the two sections of the 
exchange in which shares may be listed: the First Market Section which 
is used for shares of more seasoned companies and the Second Market 
Section which is used for shares of less seasoned companies. More 
speculative shares can be purchased over the counter. 
Listing applications require approval of both the Stock Exchange Board 
and the Ministry of Finance, which usually takes about two months. 
Listed companies must also comply with the Japanese Securities and 
Exchange Act (see chapter 6). 
A company that desires to be listed usually applies for listing in the 
Second Market Section; subsequently, it may transfer to the First Mar-
ket Section. The listing requirements of both sections follow. 
Stated Capital 
First Market Section 
Over ¥1 ,000 mi l l ion 
Number of 
Shareholders 
Before-Tax Earnings 
for Prior Three Years 
Second Market Section 
More than ¥ 3 0 0 mi l l ion for 
companies w i th home of-
fices in or around Tokyo 
More than ¥ 6 0 0 mi l l ion for 
other companies 
In excess of 1,000 after More than 2,800 
public of fer ing 
First year: 
Over ¥ 2 5 0 mi l l ion and Same 
over 30% of stated capital 
Second year: 
Over ¥ 1 5 0 mi l l ion and Same 
over 30% of stated capital 
Thi rd year: 
Over ¥100 mi l l ion and Same 
over 30% of stated capital 
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Dividends 
Previous 
Trading Volume 
Second Market Section 
Paid at least 10% of stated capital 
for two years, and able to con-
tinue at same rate. 
First Market Section 
Paid at least 10% of stated 
capital for two years and 
able to continue at same 
rate 
The trading volume required for possible reclassification f rom the 
Second Market to the First Market Section less prescribed by each 
exchange. In the case of the Tokyo Exchange, the requirements 
include a min imum average month ly trading volume for the pre-
vious fiscal term (six months in most cases). The volume require-
ment varies w i th the number of exchanges on which the stock is 
listed, as fol lows: 
Continuous 
Existence of 
Company 
Stock exchange listing 
Tokyo, Osaka, Nagoya 
Tokyo only 
A n y two exchanges 
Al l three 
A t least five years 
Minimum average 
monthly volume 
200,000 shares 
200,000 on one 
or 250,000 on both 
200,000 on one 
or 300,000 on all 
A t least five years 
GENERAL BUSINESS REGULATIONS 
Anti-Monopoly Law 
Japan's anti-trust statute is the Anti-Monopoly Law of 1947 as ad-
ministered by the Fair Trade Commission (FTC). (The full name of this 
law is Law Relating to Prohibition of Private Monopoly and Ensure-
ment of Fair Trade.) This legislation was originally drafted by occupa-
tion forces along the lines of similar USA laws. However, as monopolies 
and cartels traditionally existed in the Japanese economy, this law has 
not had a great effect. In 1953, it was severely weakened by the Diet. 
An amendment was passed which changed banning all cartels to 
allowing those that permit competition not in the public interest and 
also allowing the "anti-depression" and "rationalization" cartels 
mentioned in the following paragraph. Thereafter, the primary function 
of the FTC was to give clearance to proposed mergers and cartels. In 
fact, the MITI has encouraged industrial concentration in certain fields 
to reduce "excessive competit ion" and increase productivity. 
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Since 1964, mergers and cartels have increased tremendously. Many 
cartels are currently in existence. Among the major ones are export 
cartels, "rationalization cartels" designed to increase productivity and 
reduce costs in certain areas and "anti-depression cartels" in which 
members agree to restrict output for a limited period. While the last 
two types of cartels and all mergers require FTC approval, such authori-
zation has been granted in almost all cases in recent years. To date, no 
real monopolies have resulted from mergers. Rather, Japanese competi-
t ion is mostly oligopolistic with a high degree of consultation among 
firms. Foreign corporations participating in joint ventures with 
Japanese firms may find themselves forced to cooperate with trade or 
industry associations or to join a cartel as a condition of MITI approval 
of the investment. 
Profiteering by large companies following the oil crisis led to strong 
public pressure for reform of the Anti-Monopoly Law in order that 
large enterprises be subject to greater controls and penalties by the 
FTC. The bill, after passing the Lower House in 1975, was defeated in 
the Upper House. 
Al l international agreements have to be filed with the FTC within 30 
days of their execution. There have been instances where foreign com-
panies, upon trying to enforce agreements that had not been filed, have 
found provisions to be unenforceable. 
The Anti-Monopoly Law also includes consumer protection provisions 
which are being enforced more vigorously in recent years. 
Price Maintenance and Controls 
Resale price maintenance is exempt from the Anti-Monopoly Law with 
respect to certain goods specified by the FTC (generally drug and 
cosmetic products). The exemption is conditioned on the manu-
facturer's ability to show that the minimum retail price is not counter 
to consumers' interests. Al l contracts containing resale price 
maintenance clauses must be filed with the FTC by the manufacturer. 
Government price controls have been exercised in limited areas. There 
are price controls on rice, wheat and some cereals and on transportation 
facilities such as subways and taxis. 
CONTROLS OVER FOREIGN EXCHANGE AND TRADE 
Japan's strict regulation of foreign investment at the point of entry 
enables most forms of outward remittances resulting from such invest-
ments to be guaranteed with only minor restrictions and formalities. 
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The basic control over foreign exchange and trade stems from the 
Foreign Exchange and Trade Control Law. Controls over movement of 
money and goods were combined in one law on the theory that control 
procedures would be more effective and harmonious. Financial controls 
are exercised by the Ministry of Finance and trade controls by the 
MITI, with the Bank of Japan acting as the government's agent in both 
areas. Much authority in these areas, however, has been delegated to 
foreign exchange banks (see page 32). 
Transfer of Dividends and Capital 
Dividends declared by approved subsidiaries and joint ventures, and the 
liquidation proceeds of such entities, may be transferred automatically 
by any foreign exchange bank. No license is required. 
When the original transfer of funds into Japan is authorized, the foreign 
investor can obtain a certificate stating that earnings and liquidation 
proceeds will be transferred out of Japan at the then official rate of 
exchange. 
No permission is needed to liquidate an investment. An authorized 
direct equity investment of a nonresident may be sold to another non-
resident or to a Japanese without permission. However, to maintain the 
status of a validated investment, new authorization must be secured 
within three months by a nonresident. In such cases, the remittance 
abroad does not require government approval if the original validation 
agreement contained such provisions. Otherwise, prior government ap-
proval is required. 
Transfer of Branch Earnings and Capital 
Profits of authorized branches may not be transferred until a license is 
obtained from the Bank of Japan. In practice, such licenses are issued 
automatically for authorized branches. Repatriation of branch capital 
also requires a license, and is also granted automatically for authorized 
branches. 
Transfer of dividends, profits and capital of yen-based equity invest-
ments of branches is not as automatic as described above. 
Foreign Loans 
Loans from foreign sources, or guarantees from foreign sources for 
loans obtained locally, require validation or licensing. The main con-
siderations in granting validation or licensing are that the interest rate 
and other terms be reasonable and that the intended use of the funds 
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also be reasonable. Once the loan has been approved, subsequent remit-
tances of interest and principal do not require a license. 
Japanese parent companies may guarantee foreign borrowings of over-
seas subsidiaries and branches of up to $1 mill ion per loan (formerly 
$270,000). 
Import Controls 
In previous years, importers of goods into Japan were required to make 
prior deposits in the form of cash, bank guarantees or other collateral. 
Since May 1970, this requirement has been suspended as a result of 
improvements in Japan's balance of payments and international de-
mands for liberalization of Japan's trade practices. 
Import Tariffs. Japan subscribes to the Brussels system of nomen-
clature. Tariff rates are in relation to those of other countries. Raw 
materials and food not produced locally are duty-free or assessed 
moderately. Machinery bears moderate rates ranging from 5% on some 
statistical machines to 25% on computer-related products. Luxuries, 
such as liquors and jewelry, and imports that compete with domestic 
products bear higher rates. 
Value for custom assessments is ad valorem for most goods. Value is 
defined as the cost of ordinary wholesale quantities in the country of 
export (exclusive of excise taxes) plus freight, insurance and incidental 
costs. By a Cabinet Order, the CIF value of certain goods transported 
by air is computed on the same basis as that of goods shipped by sea. 
Goods not specified in the Cabinet Order are valued at their landed cost 
for customs' duty purposes. A few import duties are specific (imposed 
on a quantitative basis). 
Import Licensing Procedures. Importers must obtain a license for all com-
mercial imports. The import license is usually obtained after a contract 
has been signed, but before an import letter of credit may be obtained. 
The issuance of an import license guarantees the release of the foreign 
exchange to pay for the goods. Import licenses are obtained under one 
of three different licensing systems, depending under which system the 
goods to be imported are classified. 
1. Import Quota (IQ) System. This is the most restrictive system and 
requires that importers first obtain an Import Quota Allocation Certifi-
cate from the MITI. This certificate automatically entitles the holder to 
receive an import license from a foreign exchange bank. Several liberali-
zations have reduced the items on the Import Quota System to 90 as of 
September 1, 1970, and further reductions have been scheduled. 
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2. Automatic import Quota (AIQ) System. Importers must apply to the 
MITI for quotas to import goods under this classification. In practice, 
Import Quota Certificates on a global basis are usually granted auto-
matically, but the right to restrict their issuance is retained. Only 62 
items remained on th is list as of September 1, 1970. 
3. Automatic Approval (AAJ System. Goods in this classification have 
no restrictions in that import licenses are freely issued by authorized 
foreign exchange banks without prior approval by the MITI. 
To clear goods through customs, the Japanese importers must submit 
an import license, certificate of origin for goods entitled to favorable 
duty treatment and an invoice (customs may require other documents 
to determine value for duty assessment). Al l but the import license are 
supplied by the exporter. 
Payments for Imports. The Japanese importer must pay under one of 
the standard methods for settlement of imports, generally between the 
date of receipt of the shipping documents and 120 days after the goods 
have cleared customs. For any other form of payment, prior approval 
by the MITI is required. This is normally granted for imports of fixed 
assets or similar items. 
Export Controls 
Export licenses are required only for special goods considered essential, 
in short supply domestically or where the government wishes to ward 
off imposition of import restrictions in other countries. 
Export Proceeds Controls. Generally, receipts from exports must be 
surrendered to an authorized foreign exchange bank, money changer or 
post office within ten days of receipt. Receipts other than from exports 
must generally be surrendered within twenty days. However, shipping 
and trading companies and other authorized institutions which have 
many transactions in foreign currencies may maintain foreign currency 
deposit accounts within specified limits. For exports of fixed assets and 
similar items, special approval is required for longer collection periods, 
and it is normally granted. 
JAPANESE FOREIGN INVESTMENT 
Japan's private overseas investments showed a spectacular increase from 
$600-$900 million up until 1971 to $3,497 million (5,469 cases) in 
1974. Investments in North America, in particular, have been register-
ing large gains, while investment in Europe has declined. Asian invest-
ment has grown steadily. 
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As of March 1974, North America accounted for 24% of total invest-
ments, Asia 23%, Europe 19%, and Central and South America 18%. 
The economic situation and fear of Japanese domination, particularly 
in Asia, led to a considerable decrease in foreign investment in 1974 
and 1975. 
JAPAN'S DISTRIBUTION SYSTEM 
Distribution in Japan varies wi th each industry and even with each 
company. Generally, products move from the producer to a wholesaler 
and, sometimes, to a second or third wholesaler. This system is an 
outgrowth of an era when manufacturing was small in scale and whole-
salers had more financial strength than manufacturers. 
Direct selling by a manufacturer is unusual. However, some trading 
companies may buy a manufacturer's entire output, especially if they 
are exporting the output. Trading companies have know-how and fi-
nancial strength, which manufacturers lack, to search out foreign mar-
kets and to extend credit to Japanese manufacturers and/or foreign 
buyers. 
It has been said that the primary objectives of Japanese companies are: 
to produce first and to earn profits second. The distributive pressures 
for profits are: to share with employees first, distributors second and 
shareholders third. The pressure to share profits with distributors is 
stronger than in western countries, and is perhaps due to the fact that it 
is not unusual for distributors to support a company in di f f icul t times. 
Relationships between distributors and producers are strong for many 
reasons. The producer need not carry a sales force or engage in market 
planning or similar activities; these can be the responsibilities of the 
distributor. Mutual self-interest helps maintain such relationships in 
good times and bad. 
Terms of Sale 
Typically, payment for goods is made by promissory note ranging from 
three to nine months. In addition, a promissory note is usually dated 
about a month after goods have been delivered. 
Recent incursions by American fast-food chains have shown the op-
portunities available for western-style marketing techniques. The 
growth of supermarkets has also shown a willingness to accept innova-
tive marketing procedures. Increasing interest in marketing and sales on 
the part of the Japanese FTC is putting new stresses on traditional 
systems, and additional FTC involvement in this field can be 
anticipated. 
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• LABOR FORCE 
• UNIONISM 
• WORKING HOURS 
• WAGE RATES 
• FRINGE BENEFITS 
LABOR FORCE 
Out of a total adult population (15 years and older) of about 82 mil-
lion, 53 mil l ion were estimated to constitute Japan's working popula-
tion at the end of 1973 (32.5 mill ion males and 20.5 mill ion females). 
The unemployment rate, after remaining below 1% during the eco-
nomic boom years, rose to more than 1.8% during 1974. Labor short-
ages of skilled workers continue, however, particularly in the manu-
facturing and construction industries. Women constitute a large per-
centage of the workforce although they still tend to retire from the 
labor market upon marrying. 
The labor force as constituted at the end of 1973 (in millions): 
Non-agricultural 44.85 
Agricultural 6.68 
Unemployment .98 
Non-agricultural labor is distributed in the economic sectors indicated 
as follows: 
Manufacturing 13.17 
Wholesale and retail trade 10.97 
Services 8.38 
Construction 4.64 
Transportation 3.37 
Government 1.89 
Finance, insurance and real estate 1.58 
Fishing .38 
Public utilities .29 
Mining .18 
Total 44.85 
Labor Recruitment 
The Japanese labor market does not have the mobil i ty that prevails in 
some Western countries where employers can discharge an employee 
when business conditions warrant it and employees feel free to transfer 
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to other jobs. Once hired on a permanent basis, a Japanese worker is 
apt to spend his working life wi th that company. Similarly, a f i rm that 
accepts an applicant for a permanent job is also committing itself to 
retain the employee for as long as the f i rm is in operation. These 
commitments are a unique feature of the Japanese labor scene. The 
question of the worker's ability to perform his job is secondary to this 
custom of lifetime tenure. Although this tenure system is showing some 
signs of change, it is still prevalent. 
The employee's choice of a first job, because of the implied lifetime 
commitment, is therefore a matter of prime importance. Personal 
connections are playing a diminishing role in the choice but, for profes-
sional and managerial positions where college education is a require-
ment, the recommendations of professors are important in securing the 
more promising positions with major companies. 
For a company, too, because of its stake in a new employee, elaborate 
examinations, personal interviews and detailed investigations precede 
his hiring. The effects of employing permanent workers are so great 
that they have led to a widespread use of temporary or day laborers; 
additionally, such transient labor is not entitled to the benefits pro-
vided under collective bargaining agreements. 
Foreign firms operating in Japan often adopt many Japanese labor 
practices, but may still be at a disadvantage in recruiting labor due to 
their unwillingness to guarantee or promise lifetime employment. Some 
firms partly overcome this by offering higher pay and fringe benefits 
than comparable Japanese firms. 
Foreign Employees 
No special regulations l imit the right to employ foreigners. However, 
most foreign-owned firms employ Japanese workers except for a few 
executive and highly-technical positions. The high cost of living for 
foreigners who do not adapt to the Japanese style of living has kept 
foreign employees to a minimum (see page 64). In principle, foreign 
employees of entities in Japan are subject to most of the statutory 
labor requirements discussed later in this chapter. However, the Welfare 
and Labor Ministries which administer the health insurance, welfare 
pension and unemployment insurance plans have taken the position 
that, since foreign employees are in Japan for a limited period and 
ordinarily do not avail themselves of the benefits provided under these 
plans, the requirement for payroll deductions from such employees 
should not be enforced. Recently, however, local authorities have 
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begun to require foreign employees to join in local health insurance 
schemes. 
UNIONISM 
Employees in Japan have the legal right to organize and bargain col-
lectively. A distinctive feature of unions is that most of them are organ-
ized around one company and not on the basis of an entire industry or 
craft. This has led to there being, in 1975, some 67,000 labor unions, 
whose members comprise about 30% of the workforce. If only large 
enterprises are considered (over 500 workers), more than 63% of 
employees are unionized. 
The Japanese worker's loyalty to his employer and the interest of 
Japanese firms in their employees' welfare leads to labor-management 
relations being conducted in a highly paternalistic context. The extent 
to which an employee's loyalty is based on inability to move easily 
from one company to another is dif f icult to ascertain. Similarly, the 
degree to which paternalism is used to secure cheaper labor is hard to 
judge. For whatever reason, however, labor-management relations are 
smoother than those in other countries. Strikes are not common in 
Japan, and tend to be short when they do occur — often lasting only a 
few hours or a day. They are often token shows of strength that have 
been advertised in advance to keep disruptions to a minimum. The last 
serious dispute was the Miike coal strike in 1960. Most labor disputes 
are settled by collective bargaining or by a professional mediator. 
Traditionally, unions present their demands in a so-called spring 
offensive, which is called the Shunto. Since most Japanese unions are 
one-firm organizations, management is in the fortunate position of not 
being concerned with jurisdictional disputes, of negotiating with only 
one union and of knowing the union's negotiators. They are people 
who have risen from within the union and whose abilities have been 
known to the company over the years. 
Productivity or piecework pay rates are of major importance; for this 
reason, it is often the union's job to apportion pay increases among the 
various levels of the wage scale. Sizable wage increases have been won in 
recent years. On a scale in which 1970 = 100, the overall industry wage 
index reached 114.6 in 1971, 133 in 1972 and 161.4 in 1973. 
The Japanese employers' federation, Nikkeiren, prepares guidelines 
which it hopes management will follow in negotiations with employee 
groups. Sometimes these guidelines are unreasonably low, but they 
allow local management to appear more generous by offering more than 
the guidelines indicate. 
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The largest union federation is the General Council of Trade Unions of 
Japan (Sohyo) which has more than four and one-quarter mil l ion mem-
bers; its largest membership category is the public workers' unions. The 
second largest is the Japanese Confederation of Labor (Domei) which 
has just under two mill ion members, mostly in private industry. Its 
main membership categories are workers in the texti le and metal 
industries and seamen. Other smaller federations also exist. 
The federations of unions generally devise a new set of tactics each 
spring. They may choose local unions wi th good organizations and 
fighting spirit, and whose employer companies have been profitable, to 
press their demands first. The hope is that increases obtained in such 
cases wil l set a pattern for other companies and unions. Local unions 
sometimes make demands in excess of the benefits contained in the 
"pat tern" contracts; additional bonus payments are a frequent local 
issue. 
WORKING HOURS 
Japan has a Labor Standards Law which sets maximum working hours 
at eight per day and 48 per week, and establishes standards for other 
conditions of employment. Al l employees must have one day of rest 
per week, not necessarily on Sunday. Those working more than six 
hours a day must be provided with periods for either lunch or rest of at 
least 45 minutes, and those working more than eight hours with at least 
one hour. 
Actual average monthly working hours for manufacturing industries 
have been: 
Total Hours Overtime Portion 
1972 183.3 15.6 
1973 182.0 16.8 
1974 173.2 12.2 
Any overtime in excess of 48 hours per week must be compensated at 
no less than 125% of regular pay. In practice, most companies pay 
overtime for any hours in excess of the regular working hours specified 
in the rules of employment. Special provisions apply to women, minor 
children and workers in particularly hazardous industries. 
Rules of Employment 
Enterprises employing ten or more workers must draw up written rules 
of employment covering all aspects of working conditions, including: 
vacations, holidays, length of working day, method of computing 
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compensation, payroll period and payment dates, bonus arrangements, 
retirement allowances, safety rules, sanitation, provisions regarding 
illness and injury whether incurred at work or elsewhere, amount of 
allowance for business travel, etc. These rules must be submitted to the 
Labor Standards Office for approval, along with comments of a 
majority of employees, or a union if one exists. Any change in these 
rules must be approved by the Labor Standards Office and also requires 
the comments of a majority of employees or the union. The rules of 
employment cannot be below minimum statutory requirements. 
WAGE RATES 
Wage rates in Japan are best understood in the context of the lifetime 
employment system. Based on lifetime employment, monthly or annual 
wages are merely installments of the income an employee expects to 
receive over his working life. That income is separated into monthly 
wages, which consist of a basic wage and various allowances, seasonal 
allowances (also referred to as bonuses) and retirement or separation 
allowances. It is customary to view all of these as elements of the wage 
structure. Because of this multifaceted wage structure, any statistics on 
labor costs in Japan that are based on monthly wages only are bound to 
be distorted. An individual's performance has not been an important 
factor in his compensation, although there is a clear trend toward 
including this factor. As non-Japanese find this wage structure complex 
and diff icult to understand, a description of its components may be 
useful. 
The Basic Wage 
What is called the basic wage may constitute anywhere from 50% to 
90% of monthly cash wages, including overtime. In principle, the basic 
wage increases almost automatically each April 1 on a predetermined 
scale. The increase is not fully automatic as it is often subject to review, 
and a poor employee may be penalized by having his move to the next 
step in the wage scale deferred for a short period. However, a factory 
worker could normally expect that his beginning basic wage would be 
increased by about 110% after twelve years' employment. 
The beginning basic wage depends on many factors, including: job 
classification, age, sex (females are paid only 50% to 75% of wages paid 
to males for equivalent work), educational level, and prior experience. 
Monthly Allowances 
Various monthly allowances are also part of the monthly cash wage. 
The number and amounts of these allowances vary with the company, 
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and these allowances normally do not increase each year. However, an 
employee who moves up several grades or is promoted to an executive 
position may come into a much higher set of allowances in keeping 
with the higher living standard he wil l assume. Unions sometimes 
demand changes in monthly allowances, and management may prefer 
bargaining in this area as changes in allowances have minimal effect on 
other wage factors, whereas changes in the basic wage effect other costs 
to which the basic wage is tied. The following are examples of common 
monthly allowances. 
Family 
Position 
Qualification 
Housing 
Transportation 
flat amount for each dependent 
in place of overtime compensation for mana-
gerial positions where overtime is not paid 
flat amount for acquisition of new skill 
payments in lieu of company-provided housing 
generally covers economy class commutation 
tickets 
Whereas the basic wage is generally the same for employees within a 
given group classification, monthly allowances provide some factor of 
individuality. Companies which are attempting to introduce the factor 
of individual performance into the wage system provide monthly allow-
ances based on such factors as individual efficiency and attendance. 
Certain allowances receive favored tax treatment (see chapter 7). 
Seasonal Allowances 
Seasonal allowances, often referred to as bonuses, are usually paid in 
late June or early July and in the early part of December, and in total 
may amount to anywhere from two to eight times the basic monthly 
wage with the average being three to four times. Seasonal allowances 
are not bonuses in the sense of profi t distributions; most firms think of 
them as deferred wage payments. Unions regard them as a right, not a 
gift, but occasionally have agreed to a reduction by a company in 
financial di f f icul ty, or to accept a portion of the allowance in the 
company's products or in the company's savings scheme. 
These seasonal allowances or bonuses are not legally obligatory. They 
have grown out of custom and preference for receiving deferred wages 
in a lump sum. Personal savings have high priority in Japan, and these 
lump-sum payments enable many Japanese employees to spend their 
entire monthly cash wages and save a portion of the seasonal allow-
ances. 
Seasonal allowances are directly related to the basic wage, although 
some companies include selected monthly allowances in the compu-
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tation formula. Since the basic wage increases each year, the seasonal 
allowances also increase. It is customary to increase the usual bonus by 
small amounts as a reward for personal merit or efficiency. A small 
additional amount may have a decided psychological effect on the 
employee being rewarded. 
Retirement Allowance 
Although most Westerners think of a retirement allowance or separa-
tion pay as a fringe benefit, Japanese consider it a wage payment that 
has been deferred until retirement. The Supreme Court has ruled that a 
retirement allowance is not a legal obligation, but almost all large 
Japanese firms provide it. Those smaller firms that do not provide a 
retirement allowance, or lack financial resources to assure the payment 
of an allowance on retirement, find recruiting labor more diff icult. 
Most companies provide for compulsory retirement at age 55 (52%) or 
age 60 (32.4%, according to a Labor Ministry Survey), but the 
continued labor shortage of skilled workers is causing some companies 
to reconsider this early retirement age. 
A common formula for this allowance is to pay one month's basic wage 
(normally the last month of employment which is the highest month's 
earnings; selected allowances may be added to the basic wage) for each 
year of employment. For more than the average number of years of 
service, 125% or a higher percentage of the formula amount may be 
paid (up to 70 months' pay for 30 years of service). 
The retirement allowance is also paid to employees who separate from 
the company prior to retirement, but in such cases less advantageous 
formulas may be used. 
Partly due to dissatisfaction with the government's pension system 
(page 53), unions have been demanding higher retirement allowances. A 
number of companies provide annuities tied in with the public pension 
system. 
Effects of the Japanese Wage System 
The combination of lifetime job tenure and largely predetermined wage 
scales that has been described has significant effects. Labor costs are 
known in advance as they wil l continue to exist regardless of the level 
of production. Thus, they become a fixed cost and are considered part 
of overhead. Since it is a fixed cost, managers attempting to reduce 
labor cost per unit are pressured to increase production. In this, as in 
other aspects of the Japanese economy, the pressure and emphasis are 
on increasing production. 
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The system of hiring employees at a low basic wage that increases each 
year also favors rapidly growing companies as opposed to companies 
with a slower growth rate. Since rapidly growing companies must 
employ many young people each year, they wil l have a lower average 
labor cost than companies with a higher percentage of older employees. 
This more advantageous position has decreased somewhat due to the 
labor shortage, which has resulted in increased starting wages, and to 
the demands of the younger generation for current higher wages even 
at the price of reduced future earnings. 
Another effect of the Japanese wage system is that internal labor mobil-
ity is greatly increased. Since status and salary depend on factors other 
than job assignment, personnel can be transferred as desired. Labor-
saving machines can be introduced without opposition, and rigid work 
rules or featherbedding to preserve jobs are not necessary and do not 
exist. Workers do not object to being retrained for job assignments that 
require entirely different skills than those of their former jobs. These 
conditions enable Japanese enterprises to increase or decrease output of 
product lines with unusual rapidity. 
The system of life tenure employment is in effect even in the construc-
tion industry. Employees, thus, have no vested interest in delaying the 
completion of a construction project. 
Average Monthly Cash Earnings 
The Ministry of Labor compiles statistics that reflect the average 
monthly cash earnings for regular workers by industry. Although the 
term "cash earnings" is not defined, the following statistics indicate the 
increase in monthly cash earnings in one year, in yen, among different 
industries. 
Average Monthly Cash Earnings 
1973 1974 
Petroleum and coal 153,822 200,264 
Iron and steel 155,080 200,001 
Chemical and allied products 140,429 183,213 
Printing, publishing 140,006 178,142 
Banking and insurance 135,044 172,408 
Text i le mil l products, 
apparel and other 89,536 103,992 
Considering that in 1974 average monthly cash earnings for the highest 
paying industries of petroleum and coal were just under US$700, it is 
apparent that Japan can no longer be thought of as a country of cheap 
labor. Consequently, many Japanese companies in the early 1970s 
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-established manufacturing plants in other Asian countries. Labor 
productivity between the years 1968 to 1973 increased from 79.7% to 
139%. Despite this remarkable increase, labor productivity in the 
United States is still two to three times that in Japan. 
Payment of Wages 
Wages must be paid in cash and at least once monthly, unless other 
arrangements are agreed to in writing by a majority of employees or by 
the union representing them. A common practice is to make a payment 
on the 25th of each month, which includes for that entire month the 
non-changing elements in the wage structure. For changing elements 
such as overtime pay, the payment on the 25th will cover the period 
from the 21st of the prior month to the 20th of the current month. 
Reimbursements for Travel and Entertainment Expenses 
The treatment of travel and entertainment expenses by most Japanese 
firms is somewhat different from that in Western countries. For over-
night travel, it is customary to provide reasonable allowances for 
transportation, food and accomodations. These allowances may vary, 
depending on the status of the individual, and are not accountable on 
an exact reimbursement basis. Similarly, entertainment allowances are 
provided for those who reach corporate positions requiring them; it is 
expected that the individual will spend the entire allowance, and he is 
normally not required to maintain an exact account of disbursements. 
Since 1975 the tax authorities have allowed, as a business deduction, 
the travel expenses of foreign employees and their families returning to 
their home countries on vacation. 
FRINGE BENEFITS 
The paternalistic aspect of Japan's system, in which employees antici-
pate spending their entire working life with a company, has been noted. 
In the area of fringe benefits, as might be expected, this leads to a 
variety of benefits in addition to those legally required. The benefits 
offered by large companies are too numerous to list, but may include 
several of the following: recreational facilities such as baseball fields 
and gymnasiums, resorts where employees and their families may spend 
vacations or weekends at minimal or no cost, free excursions to points 
of interest, classes in which employees may acquire new work skills or 
learn hobbies such as golf or flower arranging, low-cost or interest-free 
loans to acquire housing or for other purposes, paid days off for 
personal business, and so on. The extent of these benefits usually 
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depends on the size of the company and its profitabil i ty. It should be 
kept in mind that certain allowances given to employees such as retire-
ment, transportation costs to and from work, payments for dependents, 
and housing subsidies would be considered benefits in other countries. 
The fringe benefits legally required to be paid or provided by a 
company, wholly or partially, are comparatively few. The main ones are 
a minimum vacation period, termination notice, workmen's compensa-
tion, unemployment insurance, and health insurance combined with an 
old age pension system. The cost of compulsory benefits is relatively 
low; however, when combined with that of voluntary benefits the total 
figure approximates the monthly basic wage. 
Vacations and Holidays 
The Labor Standards Law stipulates a minimum paid vacation of six 
working days for employees who have worked at least 80% of the total 
working days during a year. This minimum period increases by one day 
for each additional ful l year of continuous employment to a maximum 
vacation period of 20 working days. Union contracts or company rules 
may provide longer vacations than these minimum periods. 
There is no requirement that paid holidays be granted, but the rules of 
employment, union agreements and traditional practice normally pro-
vide for full-time employees to receive regular pay for national holidays 
that fall on working days. Temporary employees are almost always paid 
on an hourly or daily basis and are therefore not paid for holidays. 
Termination Notice 
The Labor Standards Law requires employers to give at least 30 days' 
notice to an employee before dismissal. Wages for 30 days may be paid 
in lieu of such notice. This requirement does not apply in the following 
cases: dismissal due to natural disaster or other causes over which 
employer has no control, dismissal for just cause or dismissal of a daily, 
seasonal, temporary, or probationary worker. The Civil Code requires 
regular employees who separate voluntarily to give a two-week notice 
to their employers. 
The matter of termination notice is not of much significance. Due to 
the loyalties inherent in the system of lifetime employment, dismissal 
of employees because of business slowdowns or low productivity is not 
common. The usual way of dealing wi th a poor employee is to place 
him in a position where minimal ability is required and consequently 
little damage can be done. 
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Workmen's Compensation Insurance 
All employers are required to provide employees with insurance pro-
tection against work-related injuries and illnesses. Under the insurance 
program, which is administered by the Ministry of Labor, the cost of 
such insuance is borne by the employer with the national treasury 
paying a part of the long-term benefits. Employers pay in advance an 
annual estimated insurance premium, which is based on the projected 
annual payroll; differences between estimated and actual premiums are 
adjusted at the end of the year. 
Exact insurance premiums cannot be indicated as they are subject to a 
merit rating (based on the company's claims in three prior years) and to 
the balance in the compensation fund. Insurance premiums have ranged 
from .2% to 8% of payroll, depending on the factors mentioned. The 
following benefits are available under the plan: 
1. Temporary disability — 60% of lost earnings for up to three 
years, after a seven-day waiting period. The employer must pay full 
wages during the waiting period. 
2. Permanent total disability — 66-2/3% of lost earnings for six years. 
3. Permanent partial disability — a lump sum of 50 to 920 days' wages 
depending on the degree of incapacity; this is often paid in installments 
over a two to six-year period. 
4. Medical costs — includes medical treatment, surgery, hospitalization, 
nursing, dental care, and medicines. 
5. Death benefits — 1,000 days' earnings are paid to an eligible sur-
vivor, usually in installments, over a six-year period. 
6. Funeral allowance — 60 days' wages paid in a lump sum. 
Unemployment Insurance 
Unemployment insurance is compulsory for enterprises employing five 
or more regular employees, with a few exceptions. Businesses with less 
than five workers can obtain coverage with the approval of the Minister 
of Labor. Employers providing unemployment insurance coverage must 
register with the local unemployment insurance office and provide all 
necessary data. Employers receive a registration number and a supply of 
forms for reporting and making contribution payments. Reports are 
due for each calendar month, and interest and penalties are charged for 
reports not filed by the 14th day of the second month (September 14 
for the July report). 
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The contribution rate of 1.3% of payroll (basic wage plus monthly 
allowances plus bonuses) is shared equally by employer and employees. 
The government provides 25% of benefits and one-third of any deficit 
in the insurance fund and incurs all costs of overall administration. 
Regular workers who become unemployed are entitled to receive 60% 
of former earnings after a seven-day waiting period, wi th daily benefits 
set at a minimum of 370 yen and a maximum of 1,800 yen. These 
benefits are payable for a maximum of 180 days for those with insured 
employment of one to five years, and a maximum of 300 days for those 
with over five years of insured employment. 
Health and Welfare Pension Insurance 
The major social benefits provided to employees are those contained in 
the law that established the plans for health insurance and pensions. 
Employers become subject to both plans when they employ five or 
more regular workers, but voluntary coverage may be obtained by firms 
with less than five employees. 
Health Insurance. Because various plans have evolved for those not 
covered under the main plan of health insurance, over 99% of the 
population is provided with health insurance. 
Employees' premiums are deducted from compensation on the basis of 
a deduction table, and amount to approximately 3.8% of the first 
¥190,000 ($633) of monthly gross earnings. For this purpose, earnings 
consist of the basic wage plus all allowances, wi th the exception of 
seasonal allowances (bonuses) which are not subject to contributions. 
The government pays the administrative cost of the program. 
Benefits under the plan include medical treatment, surgery, hospital-
ization, nursing, dental care, maternity care, various types of therapy, 
medicines, and partial reimbursement for earnings lost during sickness 
or injury. For each separate sickness, injury or birth, the patient pays 
¥200 ($0.56) for the first visit to the doctor and ¥ 6 0 ($0.17) per day 
for the first 30 days of hospitalization. During sickness or injury, 60% 
of lost earnings (40% if hospitalized) are payable for six months (18 
months for tuberculosis) after a 3-day waiting period. Maternity bene-
fits for female employees are payable at the rate of 60% of earnings for 
a six-week period both before and after confinement plus 50% of one 
month's wages. The maternity benefit for a non-working spouse is a flat 
¥10,000. The same medical care is provided dependents of employees 
except that the dependents must pay 50% of the costs. Additional 
benefits are available for those willing to pay higher premiums. 
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Pension Insurance. This plan provides funds for the retired, disabled 
and for survivors. The costs of the plan are shared equally by employers 
and employees. Each contributes monthly, based on the fo l lowing 
percentages of the first ¥190,000 ($633) of employee's earnings per 
month: 
The government provides 20% of the benefit costs. Retirement age is 60 
for males and 55 for females. The annual benefits provided upon retire-
ment consist of the total of the calculations performed in (1) and (2) 
below plus additional amounts for spouse and children in (3) and (4): 
1. ¥1 ,000 ($3.33) times the number of months in insured employment 
— subject to a minimum of ¥240,000 ($800) and a maximum 
of ¥360,000 ($1,200) and 
2. 1% of the average monthly wage earned in insured employment 
times the number of months of insured employment, plus 
3. ¥28,800 ($96) for a spouse and 
4. ¥9 ,600 ($32) for the first dependent child under 18 or an invalid, 
and ¥4 ,800 ($16) for each additional child under 18 or an invalid. 
Male employees 
Female employees 
Mining employees 
3.8% 
2.9% 
4.4% 
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INFORMATION FOR BUSINESSMEN 
Business Practices and Customs 
Japan's official attitude toward foreign businessmen is one of welcome, 
although investors may experience di f f icul ty in obtaining validation of 
proposed investments. On the personal side, foreigners generally f ind 
the welcome is real as is Japanese courtesy. Nevertheless, social and 
business conventions differ from those in western countries. In Japan, 
entertainment and hospitality play large roles in the business world. 
Much personal contact is necessary to consummate business dealings, 
and entertainment is necessary in developing such contacts. 
An unprepared or cold visit to a Japanese company or government 
office wil l be useless if the visitor is not known. An introduction by a 
person who either knows you or has heard of you is perhaps even more 
necessary in Japan than in other countries. Obtaining letters of intro-
duction well in advance of your departure could be extremely useful. 
The visitor wil l benefit from planning his appointments. The Japanese 
are very careful to keep and reciprocate all appointments, and they 
expect the same courtesy from foreigners. 
The foreigner wi l l f ind the general attitude of the Japanese courteous 
and somewhat reserved, requiring patience and an indirect approach. 
The pace of business is slower; an agreement that might take a week to 
consummate elsewhere, may take two or three weeks in Japan, over 
innumerable cups of tea. 
Japanese traditionally greet each other by bowing deeply from the 
waist two or three times. The deeper the bow the greater the respect 
shown. The western handshake is becoming more accepted, although it 
should not be extended unless the Japanese party extends it first. The 
best rule is to reciprocate whatever gesture is initiated; it is inappro-
priate to simply nod the head. Physical contact in public greetings, such 
as backslapping, is decidedly not the rule. 
Signature Seals 
Almost all Japanese use an official seal (hanko or ingyoj for signing 
important documents. To have legal effect, the hanko must be regis-
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tered at the district legal office. Essentially, it is a blank power of 
attorney and should not be mislaid. Many hankos are beautifully made 
of such materials as bone, wood, jade, or amethyst. The hanko is a 
means of identification as well as a signature on business documents. 
Gifts 
Gift-giving may be helpful in establishing good business relationships. A 
good supply of promotional items with your company's name im-
printed — pens, paperweights, pencils — wil l be appreciated. Chocolates 
from the United States, for example, would be enthusiastically received 
by an office staff. A gift is never refused in Japan and is usually re-
turned in kind. 
Calling Cards 
The exchange of calling cards is absolutely essential when meeting 
Japanese businessmen. The rule is to give your card to each person you 
are introduced to in a business office. Calling cards are not exchanged 
in hotels and restaurants, but they might be exchanged with the hotel 
manager or restaurant owner. To the Japanese, the exchange of cards 
signifies your respect for the person you are meeting. 
Japan Air Lines offers a convenient Name-Card Service. By fi l l ing out 
an order form in any JAL office at least two weeks ahead of time, a 
visiting businessman wil l f ind the cards waiting for him at JAL's Inter-
national Passenger Center at Kasumigaseki, Tokyo. About 300 cards are 
recommended for a two-week stay on your first visit to allow for gen-
erous distribution. Preferably, the cards should be in English on one 
side and Japanese on the other. 
Japanese in relation to their Companies 
The stereotype of the Japanese as an individual submerged in his com-
pany, who works long and hard for little pay, is changing rapidly. The 
Japanese have a highly structured society in which each person has 
strong affiliations with his peer group and thinks of himself in relation-
ship to that group. Even during vacation travel, tours tend to be com-
posed of groups of Japanese with some commercial association, and 
they rarely mix wi th others outside of their own group. In each posi-
t ion a person occupies, he is very conscious of his obligations to those 
above and below him. Western business practices are beginning to 
spread, however, and such long-held beliefs as promotion based on 
seniority are gradually changing to promotion based on merit. Never-
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theless, the Japanese businessman is undoubtedly much more oriented 
to teamwork, to smooth integration within his group, than his western 
counterpart. The westerner's belief in individuality and his pursuit of 
economic goals as being beneficial to society as a whole is di f f icult for 
the Japanese to comprehend. 
The working life of a Japanese is normally spent with one company; 
thus, the company is an important economic as well as social unit in his 
life. Friendships formed at work usually extend to private life. 
Entertainment 
Business is usually discussed in a restaurant over lunch or dinner. Bills 
for these meals are sent directly to the host's firm so that no money 
need change hands directly. Tentative agreements reached over lunch or 
dinner are taken very seriously, and any major deviation will be 
frowned upon. 
Other forms of entertainment are informal gatherings at a club or an 
all-male party where a professional geisha caters to your needs and 
provides songs, dance and sake (rice wine). The geisha party is a social 
event, and geishas are treated with decorum. Other forms of entertain-
ment may be less decorous. Since entertainment is practiced on a larger 
scale than in most countries, visitors may require more than usual for 
the entertainment budget. It is not customary for a Japanese wife to 
accompany her husband to social events. 
The foreign community in Tokyo maintains several clubs where busi-
ness and social contacts among foreigners, or with Japanese, are some-
times arranged. The main ones are the Tokyo American Club, Chambers 
of Commerce and the Press Club. 
An invitation to a Japanese home is not customary. If one is invited, 
shoes should be removed at the door and straw slippers provided by the 
hosts are to be used on the tatami-covered floors (straw mats). Even if 
your hosts graciously urge you to keep your shoes on, they should be 
removed before entering. This rule also applies when entering Japanese 
inns and temples. 
Suitable gifts for the hosts are chocolates, flowers and scotch or cognac 
(very expensive in Japan). Dinner will consist of many small dishes, 
mostly fish, with rice served as the final course. Rice is not eaten until 
the drinking, usually sake or beer, has ended. It is advisable to allow the 
host to bring up business topics. Social occasions must not be made 
into business meetings, but savored in themselves for the personal con-
tact they provide. 
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A letter of gratitude should fol low all gestures of hospitality. Since it is 
expensive and di f f icul t for a foreigner to entertain in Japan (some 
restaurants are like private clubs and require introductions), it is ac-
ceptable to wait to return hospitality unti l the Japanese visits the 
foreigner's country. 
Golf 
A businessman who doesn't play golf could almost "lose face" in Japan, 
where an enjoyable golf game is understood to seal a bargain. Clubs 
may be borrowed from one's host or hired. Japanese golf courses are 
distinguished by their female caddies and unique landscaping. 
Besides golf, some Japanese businessmen have an avid interest in the 
arts. A foreigner who enjoys the Kabuki drama wil l be appreciated by 
those Japanese businessmen who also enjoy Kabuki. The Noh drama is 
more di f f icul t for foreigners to understand and, perhaps, should be 
avoided. 
Clothing 
Businessmen wear the same clothing styles in Japan as in other coun-
tries. If attendance at a diplomatic or similar function is likely, formal 
evening dress wil l be necessary. 
Hotels and Restaurants 
Hotel space is often limited and confirmed reservations should be ob-
tained in advance. There are two types of hotels: Western style, $22 to 
$45 per night, wi thout meals; and the Japanese inn, or ryokan, about 
the same price, with meals. In a ryokan, you wi l l sleep on cushions 
spread on the straw-matted floor — a very comfortable arrangement, 
and one which many foreigners seem to enjoy. 
Restaurants of all types abound in Tokyo — everything from Russian to 
Chinese to French. Japanese restaurants tend to specialize in one or 
more of the following dishes: 
Sushi — usually pieces of raw fish on a small ball of rice. 
Sometimes a slice of boiled egg is served on the 
rice to enhance the flavor of the rice. 
thin slices of raw fish. 
prawns or other fish and vegetables in a batter 
and fried in deep fat. 
pieces of chicken cooked over charcoal and 
served on a stick. 
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Teppanyaki — beef and other delicacies cooked on a grill in 
the center of your table. 
Sukiyaki — thin slices of beef and vegetables cooked in a 
greased pot at your table. 
After one or two meals in a Japanese restaurant, the use of chopsticks 
will be easy. Knives and forks may be obtained on request 
Tipping 
Tipping in Japan is not a common practice. Generally, hotels, restau-
rants and night clubs add 10% (plus 10% hotel tax) to the bill and 
nothing more is expected. Tips are not expected by taxi drivers, coat-
room attendants, maids, bartenders, or bellboys. Porters in hotels wil l 
accept tips, but tipping is not necessary. Barbers and hairdressers — in 
hotels only — are usually tipped 10%. Porters in railway stations and 
airports receive fees of 100 to 300 yen per piece of luggage, according 
to size, and no gratuity is expected. 
In some luxury Japanese inns (ryokans), it is customary to add a 10% 
gratuity in addition to the 10% service charge. It is considered more of 
a general gratuity than a tip for personal service, and is given when bills 
are settled. Customarily, the gratuity is wrapped in white paper about 
one-fourth the size of the yen note. 
Public Baths 
Mixed bathing no longer exists in modern hotels. The public bathhouse 
mainly serves those who cannot afford private baths or, occasionally, 
golfers. In large cities, these public baths are separated for men and 
women, although certain small towns still have mixed bathing. If you 
use one of these baths, the rigid rule is that you must wash before 
entering the hot, very relaxing, bath. 
TRAVEL AND ENTRY REQUIREMENTS 
Best Travel Months 
Almost anytime except July and August is suitable for business travel. 
The summer months should be avoided, if possible, because many busi-
nessmen are on vacation and the tourist season makes hotel accom-
modations dif f icult to obtain. Try to avoid a visit when many holidays 
are on the calendar, especially around Christmas and the New Year. 
The climate is best from October through May, although January and 
February are usually cold, and June is rainy. The stormy season is from 
September 15 to October 15. 
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Five major airlines f ly to Tokyo from the USA: British Airways, 
Canadian Pacific, Japan Air Lines, Northwest Orient, and Pan 
American. The fastest route from the USA is via Seattle and Alaska. 
Between New York and Tokyo, minimum flying time is 11 hours. 
You arrive at Haneda, the Tokyo International Airport, 20 miles from 
the downtown hotels. Transportation downtown is by limousine (700 
yen), taxi (3,000 yen) or monorail (230 yen). The Osaka International 
Airport, sometimes called Itami airport, is another point of entry. 
Each adult is permitted to enter wi th three quarts of liquor and two 
cartons of cigarettes. In Tokyo, gin is relatively inexpensive, but scotch 
is expensive. 
Travel Documents 
Visitors to Japan must have a valid passport. Japan has visa agreements 
wi th many countries under which nationals of those countries may visit 
Japan for a specified period (generally three months) wi thout a visa. 
Nationals of other countries require visas for stays longer than 72 
hours, which must be obtained in a Japanese consulate prior to de-
parture for Japan. With a commercial visa, merchandise samples valued 
at up to $500 may be brought in free of duty if marked "Trade Sample, 
Not for Sale." 
A smallpox vaccination certificate is necessary and other immunizations 
may be required of visitors from infected areas. 
TRANSPORTATION AND COMMUNICATIONS 
Traveling within Japan 
Japan Air Lines, Al l Nippon Airways and Japan Domestic Air Lines 
provide service within Japan with frequent and reliable flights. Large 
airports are located at Osaka, Fukuoka, Sapporo, and Nagoya. Few 
language problems arise in using air transportation. 
Japan's railway system is one of the world's best. The super express 
from Tokyo to Hakata, stopping at Nagoya, Osaka, Kobe, and other 
major cities, takes three hours and ten minutes between Tokyo and 
Osaka. Trains are heavily booked during the year-end and vacation 
seasons, and seat reservations at those times should be made several 
days in advance. Tickets for sleeping cars are sometimes di f f icul t to 
obtain and advance reservations are helpful. Railway signs are in 
Japanese and English. 
Within Tokyo, subways, buses and taxis are all available. Buses, how-
ever, have signs in Japanese only. Subways have signs in both Japanese 
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and English, and provide an excellent means of transportation except 
during rush hours when they are very crowded. 
Taxis are inexpensive and usually available, but taxi drivers generally 
speak only Japanese. Another complication is that many streets are not 
named and houses may not be numbered. Even long-time residents find 
it hard to locate certain places. It is helpful to carry your destination 
written in Japanese; a map to the nearest major intersection is also 
useful. 
When walking in Japan, remember that traffic moves on the left. Also, 
many streets do not have sidewalks. 
Mail, Telephone, Publications 
Mail service is reliable. There is daily delivery, including Sundays. Most 
foreigners receive personal mail at their office, although home delivery 
is dependable. Airmail rates to the United States are 90 yen per 10 
grams, and delivery takes 4-7 days; surface mail takes about one month. 
International cables can be sent from any post office or private tele-
phone in the country. Telex facilities are available and widely used. 
Telephone service is dependable and quick, and English-speaking over-
seas operators can be reached by dialing 109. In Tokyo, dialing 
503-2911 wil l provide you with a tape recording in English of tourist 
events. Local 3-minute calls cost 10 yen, and coin telephones (red) are 
seen everywhere in Tokyo. A 3-minute call to the United States costs 
$10.80 ($8.10 on Sunday). 
Several magazines and four daily newspapers are published in English. 
The USA armed forces radio station broadcasts in English 24 hours a 
day, and English programs occasionally appear on Japanese television. 
Time Factors 
Japan is fourteen hours ahead of New York time (9:00 p.m. on Monday 
in New York is 11:00 a.m. on Tuesday in Japan). When New York is on 
Daylight Saving Time, the differential is narrowed to thirteen hours. 
The time difference between Japan and countries on Central European 
Time is eight hours (12:00 noon on Monday in Paris is 8:00 p.m. the 
same day in Tokyo). All of Japan is in one time zone. 
BUSINESS HOURS AND HOLIDAYS 
Commercial Offices 
Most offices are open from 9:00 a.m. to 5:00 p.m., Monday through 
Friday, except for the lunch hour which is usually from noon to 1:00 
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p.m. In the past, offices have been open on Saturday morning, but an 
increasing number of companies are adopting the five-day week. Banks 
and government offices, however, are still open for a half day on Satur-
day, making the five-day work week di f f icul t to establish while these 
services are available. 
Banks 
Japanese and foreign banks are open from 9:00 a.m. to 3:00 p.m., 
Monday through Friday, and 9:00 a.m. to noon on Saturday. Al l the 
major Japanese banks have correspondent banks in New York and in 
other major cities. Branches and representative offices have been 
opened in Japan by many major banks from the USA and other coun-
tries. A letter of introduction from your bank at home is helpful in 
establishing your identity wi th the Japanese office of the bank in 
Japan. 
Government Offices 
Government departments are open from 9:00 a.m. to 5:00 p.m., but 
visitors are often restricted to 10:00 a.m. to 4:00 p.m. hours. Docu-
ments such as tax returns that are due before a fixed date may be 
delivered to the proper office hours after closing time on the due date 
and still be considered within the legal period. 
Retail Stores 
Most retail stores are open from 9:00 a.m. to 6:00 p.m. Department 
stores are open on Saturdays and Sundays, and close one day during the 
week on a staggered basis. 
Public Holidays 
Holidays are celebrated on their specific dates; there are no substitu-
tions for holidays falling on non-workdays. Legal and other holidays 
observed are: 
January 1 
January 2, 3, 4 
January 15 
February 11 
March 21 
Apri l 29 
May 1 
May 3 
May 5 
September 1 5 
New Year's Day 
Banks and commercial firms closed 
Adults' Day 
National Founding Day 
Vernal Equinox Day (date varies) 
Emperor's Birthday 
May Day (most manufacturers closed; service firms open) 
Constitution Memorial Day 
Children's Day 
Respect for the Aged Day 
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September 24 
October 10 
November 3 
November 23 
December 28 
Autumnal Equinox Day (date varies) 
Athlet ic Day 
Culture Day 
Labor, Thanksgiving Day 
New Year's Holiday begins (5-10 days) 
Work generally slows down in government and business offices during 
the last half of December and the first week of January, due to the 
importance of the New Year season. During the period Apri l 29 
through May 5, "Golden Week," some firms close the entire week. 
Other manufacturers close for a week in the summer instead. 
CURRENCY AND EXCHANGE 
The monetary unit is the yen which floats freely. In 1976 the rate 
fluctuated around 300 yen to one US dollar. 
Japanese currency is issued in the following denominations: 
Coins Japanese Name Banknotes Japanese Name 
¥ 1 0 0 Hyaku • en ¥10 ,000 Ichiman • en 
50 Goju • en 5,000 Gosen • en 
10 Ju • en 1,000 Sen • en 
5 Go • en 500 Gohyaku • en 
1 Ichi • en 100 Hyaku • en 
The 100 yen note has not been issued since 1973 and is therefore in 
very limited circulation. 
The following conversion table may be helpful at the rate of 
¥300= US$1: 
¥ $ ¥ $ 
100 .33 700 2.33 
200 .66 800 2.66 
300 1.00 900 3.00 
400 1.33 1,000 3.33 
500 1.66 1,500 5.00 
600 2.00 3,000 10.00 
Any amount of foreign currency, travelers checks or Letters of Credit 
may be brought into Japan. Foreigners can bring any amount of yen 
into the country, as it is possible and legal to buy yen abroad at better 
rates of exchange than can be obtained in Japan. Customs officials, 
however, may raise questions about unduly large amounts. Japanese 
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may bring in up to ¥20,000, but no more than was taken out of Japan. 
Since remittances from abroad are subject to exchange regulations, it is 
advisable to bring in enough hard currency to cover immediate ex-
penses. Do not accumulate more yen than you need as exchanging large 
amounts for hard currency involves much red tape. Hong Kong dollars 
are acceptable only at British banks. 
American Express and Diners Club credit cards have become fairly 
widely accepted. The largest domestic credit card, JCB (Japan Credit 
Bureau), is operated joint ly by several commercial banks. Personal 
checks are used infrequently. Travelers checks are the most useful, and 
can be exchanged for yen at a slightly higher rate than dollars. Foreign 
residents may open and maintain yen bank accounts. 
GENERAL INFORMATION 
Cost Of Living 
Foreigners find that Tokyo is probably the world's highest-cost city for 
them. Most foreigners prefer to live in western-style homes or apart-
ments and use western-style plumbing and furniture; this increases their 
cost of living considerably. Newer apartment house rents start at $500 
per month, and few are available at that price. Moreover, because of the 
language barrier and the consequent di f f icul ty in getting around, a car 
and chauffeur are frequently needed in Tokyo. Entertainment costs are 
also high, and individual income taxes (see chapter 7) are higher than in 
many other countries. 
Commercial Language 
Language is a real barrier. Many executives now speak English and most 
large firms have some English-speaking personnel; Japanese, however, is 
the language used. Japanese interpreters are available and used in ne-
gotiating agreements, but generally are not capable of translating tech-
nical terms. To avoid misunderstanding, an English-speaking specialist 
in the technical field should also be present. English is acceptable for 
correspondence, since it has become Japan's standard medium for con-
ducting foreign trade. Translating marketing and trade literature into 
Japanese is a project that is usually undertaken after a decision has been 
made to enter into the Japanese market. 
Few language problems arise in western-style hotels, where all person-
nel must speak some English. It would be worthwhile, however, for a 
foreign visitor to learn a few Japanese phrases before his trip. Learning 
Japanese is di f f icul t because of the characters used in written Japanese, 
but some conversational phrases are necessary for anyone staying in 
Japan any length of time. 
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Dates and Names 
Japanese financial statements and other communications frequently 
contain a date such as 51/9/28. The number " 5 1 " is known as showa — 
the number of years the current emperor has ruled. Thus 51/9/28 is 
read as September 28 of the 51st year of Emperor Hirohito's rule. To 
convert the showa year to the year A.D., just add 25. 
Japanese rarely use first names. In writing, the family name is written 
first, and the first name, if it is used at all, is written last. In speaking, it 
is customary to address a Japanese by his last name and end with "san," 
which is a t i t le of respect. Thus, in English, Mr. Ichiro Takase, and in 
Japanese Takase-san. San is used for either sex regardless of marital 
status. 
Weights and Measures 
The metric system of weights and measures has been the legal system 
since 1959. For any shipments that must go through customs, exporters 
to Japan are required to use metric terms. Considerable effort may be 
involved in changing engineering drawings and other technical data to 
the metric system before submitting them to Japanese firms. The fol-
lowing are conversions of the more widely used measures. 
Length 
1 centimeter 
1 meter 
1 kilometer 
Weight 
1 gram 
1 kilogram 
1 metric ton 
Area 
1 square meter 
1 hectare 
= 0.3937 inches (1 inch = 2.54 centimeters) 
= 39.37 inches 
= 0.62137 miles (1 mile - 1.6093 kilometers) 
= 0.0352 ounces 
= 2.2046 pounds (1 pound = 0.454 kilograms) 
= 2,204.6 pounds 
= 10.7639 square feet 
= 2.471 acres 
1 square kilometer = 0.3861 square miles 
Volume 
1 cubic centimeter = 0.061 cubic inches 
1 liter = 0.9081 dry quarts, or 1.0567 liquid quarts 
Certain generic terms such as momme, koku, shaku, and tsubo are 
occasionally used despite the adoption of the metric system. The most 
frequently encountered of these is the tsubo: 
1 tsubo = 3.306 square meters = 3.954 square yards = 36 square feet 
6 5 
Business Practices and Information 
Temperature 
Japan measures temperature in centigrade units. To convert Centigrade 
to Fahrenheit, mult iply by 9/5 and add 32. 
Electric Current 
Current is generally 100 volts — 60 cycles AC in western Japan (Osaka). 
It is 50 cycles in eastern Japan (Tokyo) with the exception of 
Yokohama which uses 60 cycles. USA appliances operate in the Kanto 
area (Tokyo-Yokohama) except where accurate rotation is needed 
(electric discs, record players); these machines may need adjustment. 
Eyeglasses 
If you wear glasses, bring your prescription along as the Japanese make 
fine eyeglasses at reasonable prices. 
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CHAPTER V 
Forms of Business Entities 
• PRINCIPAL BUSINESS ENTITIES 
• OTHER BUSINESS ENTITIES 
• SOLE PROPRIETORSHIP 
• PARTNERSHIPS 
• BRANCH OF FOREIGN ENTERPRISE 
• STOCK CORPORATION 
• PRIVATE COMPANY 
PRINCIPAL BUSINESS ENTITIES 
The principal law governing the formation and operation of business 
enterprises is the Commercial Code of Japan promulgated in 1899, and 
periodically amended since. The common types of entities and their 
Japanese names are noted below: 
Sole proprietorship — kojiri kigyo 
Unlimited liability partnership — gomei kaisha 
Limited liability partnership — goshi kaisha 
Branch of foreign enterprise — shiten 
Stock corporation (also called joint or limited stock 
company) — kabushiki kaisha 
The stock corporation and the branch are the most important of these 
entities to foreign investors and will be discussed in detail. Al l foreign 
investment in Japan is subject to various government controls, as has 
been discussed in chapter 2, the effects of which must be considered by 
foreign investors. 
OTHER BUSINESS ENTITIES 
Other entities exist that are authorized by laws other than the Com-
mercial Code. Among others, the yugen kaisha, a private company, may 
be formed under the limited company law (see page 77). The kansa 
hojin, audit corporation, is authorized by the CPA law (see page 80). 
The shadan hojin is a legal entity that may be organized by a group of 
persons for nonprofit purposes; its governing body is the general 
meeting of its members. The zaidan hojin may be formed by an endow-
ment, fund or wil l of a donor, and is governed by its forming instru-
ment. Both the shadan hojin and the zaidan hojin are formed under the 
Civil Code, require approval by competent government offices and are 
generally formed for cultural, scientific or social welfare purposes. 
Other entities may be formed under the specific laws that provide for 
them. Two common types of organizations that wield some political 
influence are agricultural cooperatives and trade associations. 
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SOLE PROPRIETORSHIP 
The Japanese Commercial Code defines a sole proprietor as a person 
who engages in commercial transactions as a business on his own behalf. 
The business name of a sole proprietorship may be the surname or full 
name of the entrepreneur, or any other designation may be used as a 
trade name. Because of exchange control restrictions and high indi-
vidual income tax rates, it is unusual for a foreigner to operate a sole 
proprietorship in Japan. 
PARTNERSHIPS 
Although partnerships in Japan are similar in concept to partnerships in 
other countries, there are some important differences. There is no 
separate partnership law. Both the general or unlimited partnership, 
gomei kaisha, and the limited liability partnership, goshi kaisha, have 
certain characteristics of a corporation and of a partnership. The origin 
of both lies in the Commercial Code. Both are required to prepare 
formal articles and come into full legal existence by registration at the 
Ministry of Justice. Both file corporation income tax returns, and the 
individual partners include only salaries and any partnership dividends 
received in their individual income tax returns. 
The partnership entity is infrequently used by foreign investors. Those 
foreigners who do use partnerships normally choose the general or un-
limited partnership. Partnerships are discussed here briefly as foreign 
investors in Japan may engage in business transactions with partner-
ship entities. 
Unlimited Liability Partnership 
The partners of a gomei kaisha have joint and several unlimited liability 
for all partnership obligations. Only natural persons may be partners 
since the Commercial Code prohibits any entity wi th limited liability 
from assuming unlimited liability in another entity. Each partner in an 
unlimited partnership has implied authority to represent the partner-
ship and to perform all acts relating to the partnership business. 
An unlimited partnership is formed by executing articles of incorpora-
t ion and by registration in the commercial register. The articles must be 
signed by each member, and must include the following information: 
(1) object of the business, (2) trade name, which must contain the 
words gomei kaisha, (3) full name and permanent residence of each 
partner, (4) location of head office and of each branch office, and (5) 
the contribution to be made by each member. The articles may contain 
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any allocation of profit or loss desired; in the absence of such alloca-
tion, sharing is in proportion to members' equities. Any change in the 
articles, transfer of a partnership interest or addition of a new partner 
requires the consent of all partners. An unlimited partnership is treated 
as a legal entity for purposes of litigation. 
Limited Liability Partnership 
The goshi kaisha is similar to a gomei kaisha except that it includes one 
or more limited partners whose liability for partnership obligations is 
limited to the capital contributed as well as partners whose liability is 
unlimited. The provisions relating to the unlimited liability partnership 
regarding the articles of incorporation and registration also apply to the 
limited partnership with the added provision that the articles of 
incorporation and other documents must specify whether each mem-
ber's liability is limited or unlimited. 
A limited partner's capital contribution must be in the form of cash or 
property. He cannot participate in the management of the partnership 
and, if his activities cause other persons to consider him a general 
partner, he has unlimited liability with respect to such persons. The 
trade name of the limited partnership must contain the words goshi 
kaisha. 
BRANCH OF FOREIGN ENTERPRISE 
The establishment of a branch in Japan by a foreign enterprise is 
controlled by Articles 479 to 485 of the Commercial Code, by the 
Foreign Exchange Control Law and by special licensing requirements 
that apply in certain business areas. Of the many foreign branches that 
have been established in Japan, a large majority is engaged in importing 
and exporting. 
A foreign entity that wishes to engage in commercial transactions on a 
continuing basis must appoint a legal representative who has full 
authority to represent the entity. The representative may be a for-
eigner, and the foreign entity must establish an office for such a desig-
nated representative. Under usual procedures, a branch requires 
government approval before it can become established; such approval is 
obtained by means of an Establishment Report as was discussed on 
page 22). 
After government approval is obtained the Commercial Code imposes 
the requirement that the branch be registered at the local registration 
office of the Ministry of Justice. The final step of obtaining a license to 
import the necessary funds is usually automatic once the other require-
6 9 
japan 
Forms of Business Entities 
ments have been met. Registration by the Ministry of Justice is auto-
matic in the sense that no negotiations are necessary and no complex 
questionnaires are involved, but the usual practice is to engage an 
attorney to ensure that the forms are properly filed. The data required 
include the state or country of incorporation of the parent company, 
its capital structure, names and addresses of its directors, address of the 
branch office, and purposes and stated capital of the branch. Providing 
such data and paying a nominal registration tax complete the regis-
tration requirement. Another requirement to be complied with is that 
income tax and other tax offices be notified of the branch's establish-
ment. 
The decision to utilize the branch form of organization in Japan should 
take into account the following possible drawbacks: 
1. A branch may have lower status (as compared to a corporation), and 
may also be viewed by Japanese as a less permanent organization. As a 
result, the recruitment and retention of Japanese employees may be 
more dif f icult , while the high cost of living may make prohibitive the 
employment of foreigners. 
2. Branches tend to be closely reviewed by tax authorities with atten-
t ion paid to operations of the branch's home office. Allocations of 
home office expenses to the branch are often subject to particular 
scrutiny, but are disallowed as tax deductions only in unusual circum-
stances. 
3. Japanese banks may be less willing to provide loans to a branch than 
to a corporation. 
4. Approval for the remittance of accumulated profits may be more 
closely reviewed for a branch than for a corporation. 
STOCK CORPORATION 
The most popular form of business organization for foreign investors is 
the limited stock company, or kabushiki kaisha (abbreviated " K K " ) . 
The main features of this type of organization are similar to those of a 
United States corporation. Within the limits dictated by the validation 
procedures (see chapter 2), foreign enterprises are free to organize a 
stock company or to acquire shares in one already organized. The KK is 
normally the only entity considered for the organization of a joint 
venture involving Japanese and foreign interests. A KK that is to be 
established as the vehicle for a joint venture by foreign investors and a 
Japanese company is normally organized joint ly by the legal staff of the 
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Japanese company and an attorney representing the foreign investors. 
The formation, operation and dissolution of a KK are governed by the 
Commercial Code. 
Organizing a KK 
A minimum of seven promoters or incorporators is required to organize 
a KK. They may be juridical persons, such as corporate entities, or 
natural persons, and they need not be Japanese citizens or residents, 
but all must subscribe for at least one share. In practice, at lease one 
share is issued to a person other than a promoter. If only promoters 
own shares, they must apply to a court for appointment of an inspector 
to review the incorporating documents and procedures, and delays will 
ensue. The issuance of shares to other than promoters eliminates the 
requirement of a court-appointed inspector (although a constituent 
general meeting is required), provided the promoters receive no fees or 
organization expenses. If fees or expenses are received by promoters, or 
if promoters acquire shares for other than cash, a review by a court-
appointed inspector is required in all cases. 
Many foreign investors find it convenient to use Japanese agents as 
promoters by issuing powers of attorney to local residents; the shares 
are transferred to the real party in interest when the new corporation is 
registered. 
The promoters are responsible for the preparation of the articles of 
incorporation, which they must sign and to which a notary public must 
attest. The articles, together with other required documents, must be 
registered at the registration office of the Ministry of Justice. The entire 
registration process can easily be accomplished in two months and, if 
necessary, can be shortened to a few days. In addition to registration, a 
newly organized corporation (as well as other entities) must furnish 
national and local tax offices, on a timely basis, several notifications 
about various tax matters. 
The articles of incorporation of a KK must include the following 
information (in Japanese): 
1. The general purposes of the company. 
2. The company's name in Japanese which must contain the words 
Kabushiki Kaisha (translated into English as Company Limited or Co. 
Ltd.). 
3. The number of authorized shares. 
4. The par value of each share. No-par shares are seldom issued, but if 
they are, a minimum issue price must be specified. 
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5. The location of the company's principal office. 
6. The manner in which the company is to give its public notices 
(insertion in kampoh, the Official Gazette, or in a major daily news-
paper that deals with current events). 
7. The name and address of each promoter. 
As the life term of a corporation is considered to be perpetual, its term 
need not be mentioned in the articles unless a specific term is desired. 
Shareholders' preemptive rights and other related matters may be, but 
do not have to be, mentioned in the articles. 
Before the company can be incorporated, at least one-fourth of the 
authorized shares must be ful ly paid and issued; only promoters may 
acquire shares for other than cash. A court-appointed inspector, how-
ever, must submit a written report to a general meeting of subscribers if 
promoters make capital contributions in non-cash form or if they are to 
receive other special payments or benefits. Because of the difficulties 
attached to this special judicial confirmation, promoters who wish to 
contribute property will customarily first acquire shares for cash and 
subsequently sell the property to the company. The promoters must 
deposit cash received for stock subscriptions in a bank or trust 
company. 
After sufficient stock subscriptions have been received, the Commercial 
Code requires that a constituent general meeting of subscribers be held. 
Two weeks' advance notice of this meeting must be given, but if all are 
in agreement the notice period may be shortened. A t a constituent 
general meeting, at least two-thirds of the voting shareholders present 
(constituting at least a majority of all shareholders) are required to pass 
a resolution. Non-voting shareholders have the right to vote at the 
constituent meeting. A t this meeting, directors and statutory auditors 
are elected, and if an inspector has been court appointed his report is 
submitted for approval. The registration of the corporation at the local 
registration office must occur within two weeks of this general meeting. 
The registration documents include minutes of the meeting, articles of 
incorporation, minutes of the first board of directors' meeting which 
must include the election of one or more representative directors, and a 
bank certificate attesting to receipt of cash from sales of stock. Upon 
presentation of a certified copy of the new entity's registration as a 
corporation, the bank wil l release such funds. 
Bylaws are not separately adopted in Japan. Normally, the provisions of 
the Commercial Code regulate the operation of the corporation. Any 
additional provisions that are required are inserted in the articles of in-
corporation. 
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The principal costs to be considered in incorporating a KK as a joint 
venture with foreign participation are notary and legal fees and the 
registration tax of 7% of capital. The cost of incorporating a KK with 
paid-up capital of $100,000 is approximately $1,000, exclusive of legal 
fees which can vary considerably. 
Capital Requirements 
The word shihonkin (meaning stated or paid-in capital) is frequently 
used in describing a corporation's size. The Commercial Code does not 
stipulate a minimum capital requirement, but since a minimum of seven 
promoters is necessary with each promoter owning at least one share, 
and the lowest par value permitted being 500 yen, the effective mini-
mum capital is 3,500 yen. Prior to a 1951 amendment of the Com-
mercial Code, par value shares of 50 yen were permitted, and most 
shares listed on the stock exchanges are still at ¥50 par value. Since at 
least one-fourth of the authorized shares must be fully paid and issued 
prior to incorporation, the bank certificate included with the docu-
ments submitted to the registration office must be for at least that 
amount. Although authorized capital must be stated in the articles of 
incorporation, it can be increased at any time by registration of an 
amendment to that effect. After such amendment, the requirement that 
at least one-fourth of authorized shares must be fully paid and issued is 
still enforced. 
Kinds of Securities 
The Commercial Code permits a KK fairly wide latitude in issuing 
securities. Issued shares may be par or no par, bearer or registered and 
common or preferred. Notwithstanding the flexibil i ty provided in the 
Commercial Code, however, most corporations issue par value common 
shares in bearer form. All shares in a KK must be freely transferable, 
and any exception to free transferability must be so stated in the 
articles of incorporation. The articles may contain the provision that all 
share transfers require approval of the board of directors. If such a 
provision is added subsequent to adoption of the articles of 
incorporation, two thirds of the shareholders present at a shareholders' 
meeting must approve. Shareholders may convert their bearer shares to 
registered shares upon application, unless otherwise stated in the 
articles of incorporation. 
A corporation may not issue shares until it has received full payment 
for them. It may not hold any treasury stock, and it may acquire its 
own shares only if to retire them as a result of a merger or in exercising 
the rights of the company. 
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Each share of stock is entitled to one vote. Only preferred shares may 
be issued without voting rights, but such non-voting shares cannot 
exceed 25% of all issued shares. Non-voting preferred shareholders are 
entitled to voting rights if preferred dividends are in arrears. 
Dividends are commonly expressed as a percentage of par value. If 
dividends are paid semi-annually, the percentage is usually annualized. 
Recipients of stock dividends are taxed on the basis of the par value of 
the shares received. 
A corporation may issue two or more classes of stock with different 
rights in distributions of profit and surplus property, and the articles of 
incorporation may permit shareholders to convert shares to those of 
another class. If a corporation issues both par and no-par shares, share-
holders may exchange one type for the other, unless prohibited in the 
articles of incorporation and provided stated capital is not less than the 
par value of all issued shares. 
Use of Debentures. Debentures have been used to raise capital in Japan 
and abroad; sales in Japan have been predominantly to banks and other 
financial institutions. Convertible debentures have been widely sold 
abroad and have grown in popularity in Japan. 
Aggregate debentures issued cannot exceed the total of capital stock 
and statutory reserves or net assets, whichever is less. Statutory reserves 
are the legal reserve (page 76) and capital surplus reserves, as defined in 
Article 288-2 of the Commercial Code. The conversion terms of 
convertible debentures are determined by the articles of incorporation, 
or any later amendment to them. The Commercial Code contains pro-
visions regarding subscriptions, transfers, conversions of debentures, 
and meetings of debenture holders. 
Management of a KK 
Shareholders must elect a minimum of three and a maximum of twenty 
directors. Their terms of office may not exceed two years (one year in 
the case of directors elected at the constituent general meeting), but 
they may be reelected. The Commercial Code contains no restrictions 
concerning the residence or nationality of directors. However, a joint 
venture wi th foreign and Japanese interests usually results in a 
Japanese-controlled company even though the directors may be split 
50-50. This arises from practical considerations as well as from the 
necessity of obtaining government validation. 
Board meetings may be held in or out of Japan. A t least one week's 
prior notice of a meeting is required, unless the articles specify other-
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wise or all directors agree to a shorter notice. A majority of all directors 
constitutes a quorum, and a majority vote of those present at a meeting 
is sufficient to pass a resolution if not stated otherwise in the articles. 
Directors may be held jointly and severally liable to both the corpora-
tion and the shareholders for acts of bad faith, and may be removed 
from office at any time by a two-thirds vote of shareholders present at 
a general meeting. Directors' compensation is fixed by shareholders at 
the general meeting, unless specified in the articles. Compensation in 
excess of that amount, and any bonuses paid to directors, are not 
deductible for tax purposes. For this purpose, an unequal or non-
monthly payment to a director is considered a bonus. A director may 
earn a salary for work performed as an employee, and any bonus paid 
to him for work as an employee is deductible by the corporation for 
tax purposes. 
Directors are vested with full managerial authority, but the Commercial 
Code requires that one or more directors be specially designated to 
represent the company in dealings with third parties. In practice, the 
election of various directors as President, Vice President, Managing 
Director, etc. is held to signify the board of directors' intention to 
authorize them to represent the company, and to possess such other 
powers and responsibilities as the board may determine. 
Shareholders' Meetings 
In addition to the constituent general meeting that must be held prior 
to incorporation of a company, the Commercial Code provides for 
ordinary and extraordinary meetings of shareholders. 
At least one ordinary shareholders' meeting must be held each fiscal 
term, which cannot be longer than one year, and must take place within 
two months of the close of the company's fiscal term. The tax return of 
the company, which is based on the financial statements that have been 
approved by the shareholders, must be filed within two months of the 
end of the fiscal period. The directors' proposed distribution of profits, 
furnished together with the financial statements, must also be approved 
by the shareholders. The financial statements are usually, but not 
necessarily, prepared in Japanese. 
Most corporations distribute profits twice each year. 1974 revisions to 
the Commercial Code have made it possible for the first time for a 
corporation with a one-year fiscal term to make interim dividend distri-
butions. Provisions for such a distribution must be specified by the 
articles of incorporation, and a board resolution is necessary, but not a 
shareholders' resolution. Dividends in such cases are only payable out 
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of retained earnings and cannot be paid from current earnings. 
Accordingly, many corporations that previously had had six-month 
fiscal periods are now adopting one-year periods. 
Notice of a meeting must be sent to shareholders at least two weeks 
before the meeting date. If bearer shares have been issued, the notice of 
meeting must be inserted in daily newspapers at least three weeks 
before the meeting date. 
An extraordinary general meeting can be called by the board of 
directors on their own account or in response to written application by 
shareholders representing at least 3% of all issued shares and who have 
held such shares for at least six months. The required notice period and 
the conduct of such a meeting are the same as for an ordinary general 
meeting. 
Voting at Meetings. Unlike directors, shareholders have the right to vote 
by proxy, but a separate proxy must be issued for each meeting. Each 
voting share is entitled to one vote. Election of directors is by normal 
resolution unless the articles of incorporation specifically require cumu-
lative voting. 
Ordinarily, more than half of the issued voting shares must be repre-
sented to constitute a quorum, and a majority of the votes present is 
sufficient to approve ordinary resolutions. Extraordinary resolutions, 
such as to amend the articles of incorporation, to acquire or dispose of 
important business, to remove a director, to issue convertible deben-
tures, or to declare a stock dividend, require two-thirds of the votes 
present. 
Legal Reserve 
A portion of profits, amounting to at least 10% of all cash dividends 
paid, must be set aside in a statutory special surplus reserve (known as a 
legal reserve and not available for distribution as dividends) until this 
reserve reaches 25% of stated capital. 
The board of directors may resolve that the legal reserve be used to 
absorb losses or be added to stated capital, but in such event 10% of 
cash dividends paid must be withheld unti l the reserve again reaches 
25% of stated capital. 
Dissolving a KK 
To dissolve a KK or to extend its term requires a two-thirds vote of the 
shares represented at a shareholders' meeting. In unusual cases, share-
holders owning one-tenth of the total voting shares may petit ion the 
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courts to investigate the company's affairs and to dissolve the company 
upon evidence that management is unable to act because of a deadlock. 
The usual reasons for dissolution of a KK are expiration of its term, 
consolidation or merger, bankruptcy, or a court decision. 
It is usual for directors to continue acting for a company during its 
liquidation, unless the dissolution is caused by merger or bankruptcy. 
However, shareholders at a general meeting may appoint other persons 
to function as liquidators or the articles of incorporation may decree 
that other persons be so appointed. If liquidation is ordered by a court, 
the court may impose its own requirements. 
Financial Statements 
The accounting requirements contained in the Commercial Code are 
only applicable to the KK. In addition, the Commercial Code 
authorizes the Ministry of Justice to prescribe the contents and format 
of financial statements, and the Ministry of Justice has issued Ordi-
nances which prescribe financial statement presentation. 
Statutory Auditor 
Requirements of the Commercial Code regarding statutory auditors are 
described under Legal Accounting Requirements in chapter 6. 
PRIVATE COMPANY 
A private company is one formed under the limited company (yugen 
kaisha) law which incorporates by reference most of the provisions of 
the Commercial Code that apply to the stock corporation. The major 
difference is that transferability of capital interests to outsiders is 
restricted; however, the internal transfer of capital is not regulated. 
Other differences are that the use of no-par instruments of ownership is 
prohibited and debentures may not be issued. 
The private company has characteristics of both partnership and 
corporate entities and is used infrequently by foreign investors. One of 
the drawbacks of this entity for foreign investors is that its use by small 
family-owned businesses has stigmatized it in Japanese eyes as not suit-
able for large companies. However, some foreign investors may regard 
the limited transferability of members' interests as an advantage, as well 
as the fact that publication of financial statements is not required. 
The owners of a private company are called members rather than share-
holders, but the same principle of liability limited to contributed 
capital applies. The minimum capital requirement is 100,000 yen. Each 
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member must contribute at least 1,000 yen, and the company may have 
a minimum of two and a maximum of 50 members. The articles of 
incorporation must be signed by all members, and must include each 
member's cash contribution and details of all non-cash contributions. A 
member may not transfer his ownership to another person without 
notifying the company in writ ing of the proposed transfer. Members of 
the company present at a general meeting may approve the proposed 
transfer or select another transferee. 
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Accounting and Auditing 
THE ACCOUNTING PROFESSION IN JAPAN • ACCOUNTING PRINCIPLES 
LEGAL ACCOUNTING REQUIREMENTS • AUDITING STANDARDS 
THE ACCOUNTING PROFESSION IN JAPAN 
The public accounting profession as it exists in Japan today is based on 
legislation enacted in 1948 and partly revised in 1966. Under the first 
national law governing public accountants (the 1927 Registered Public 
Accountant Act), an examination system and educational requirements 
and a recognized tit le of Registered Public Accountant had been in 
effect. There were approximately 25,000 registered public accountants 
when the act was repealed in 1948 who have been permitted to become 
certified public accountants (CPAs) by passing an examination which is 
less di f f icul t than the regular CPA examinations. Although pressure 
from the registered public accountants has resulted in this easier exami-
nation being offered on several occasions, only about 2,000 have 
passed. 
The 1948 CPA law is a comprehensive law which sets forth the basic 
principles of the public accounting profession under the following 
chapter titles: 
1. General provisions 5.2 Incorporation as a 
2. CPA examinations juristic person 
3. Registration 6. CPA review and 
4. Obligations of CPAs examination committee 
and CPA candidates 6.2 The Japanese Institute 
5. Responsibilities of CPAs of CPAs 
and CPA candidates 7. Miscellaneous provisions 
8. Punitive provisions 
In 1948, the responsibilities of CPAs were expanded further by the 
passage of the Securities Exchange Act which required certification of 
the financial statements of certain public companies and the 1974 
amendments to the Commercial Code which extended the certification 
requirements to major companies. 
CPA Qualification Requirements 
To qualify as a CPA, three separate examinations must be passed. These 
are conducted by the CPA examination committee, which consists of 
individuals appointed by the Ministry of Finance who are knowledge-
able in the profession. The first examination tests the candidate's 
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understanding and knowledge of the liberal arts. As college students 
study liberal arts in the first two years of their four-year course, they 
are exempt f rom this preliminary examination. The intermediate 
examination covers seven subjects: bookkeeping, accounting theory, 
cost accounting, auditing, business administration, economics, and 
commercial law. A successful candidate must receive passing marks in 
all seven subjects in one examination. This intermediate examination is 
particularly di f f icul t ; the passing rate has been under 10%. A candidate 
who passes the examination may register with the Ministry of Finance 
as a junior CPA, kaikeishi ho. A junior CPA may provide accounting 
services on his own but may not audit or certify financial statements or 
other documents. He must have an additional year of prescribed 
training plus two years' auditing or accounting experience before taking 
the final examination (advanced accounting, auditing practice, financial 
statement analysis, and tax practice). Those who pass the final exami-
nation, which also includes an oral test appraising the candidate's 
ability to apply technical knowledge to practical situations, and have 
the necessary personal qualifications become CPAs, konin kaikeishi. 
About 300 Japanese become CPAs each year. 
Foreign CPAs 
Foreign CPAs who are residents of Japan can register with the Ministry 
of Finance to practice in Japan provided they meet the following 
requirements: 
1. They must be qualified CPAs under the law of a foreign country 
whose qualification requirements correspond to those of Japan. 
(Professionally qualified accountants in the USA and most other 
developed countries meet this requirement.) 
2. They must pass a written and oral examination covering Japanese 
laws and ordinances relating to accountants. Those who become 
registered foreign accountants are required to use the t i t le of 
Foreign CPA, gaikoku konin kaikeishi. 
Forms of Practice 
Until 1966 there were no legal provisions for the joint practice of 
public accounting although some CPAs worked together and signed 
audit reports joint ly. However, most Japanese CPAs were individual 
practitioners, wi th the result that audits of large Japanese corporations 
posed staff and other difficulties. An amendment to the CPA law 
adopted in 1966 makes it possible for five or more CPAs to form audit 
corporations in which all members assume mutual unlimited liabilities. 
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The audit corporation, kansa hojin, is organized and operates similarly 
to the partnership in other countries. Approximately 39 audit corpora-
tions have been formed to date, but the majori ty of CPAs continue to 
practice as individuals. 
Services Rendered by CPAs 
As a result of the 1974 revisions to the Commercial Code, large 
companies are now subject to CPA audit. Only CPAs may express an 
opinion on the financial statements contained in registration state-
ments, securities reports and listed securities reports. However, tax and 
bookkeeping are the services most often provided by CPAs; manage-
ment services are a small but growing field. 
The area of tax services is restricted to those wi th the t i t le of Tax 
Practitioner, zeiri-shi. Under the Tax Practitioners Act , CPAs obtain 
this t i t le upon application, and non-CPAs may obtain it by passing a 
special examination. Under this act, audit corporations may not provide 
tax services, but members of an audit corporation may provide tax 
services in their individual capacity. 
Local income tax returns require that the name of a tax practit ioner 
involved in preparing the tax return be stated. National income tax 
returns are signed by the tax practit ioner who prepares the return. 
National tax offices strongly recommend that taxpayers attach to their 
return a power of attorney which permits the tax practit ioner to be 
contacted and to supply information to the tax authorities. 
Professional Organization 
The Japanese Institute of CPAs, organized in 1949, is the only CPA 
organization in Japan, and all CPAs are required to be members of the 
institute. In August 1975, the membership was 4,969. The institute has 
published a code of ethics, issues a professional magazine for its 
members, cooperates wi th the Ministry of Finance in developing 
accounting principles and audit procedures, and carries on other profes-
sional functions. 
LEGAL ACCOUNTING REQUIREMENTS 
General Requirements 
The 1974 amendments to the Commercial Code introduced consider-
ably stricter legal accounting requirements for the stock corporation. 
Companies are categorized as small, medium or large, w i th requirements 
becoming stricter wi th the size of the company. 
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Small Corporations and Companies. A small corporation is one with 
authorized capital of ¥100 mil l ion or less. Small corporations must 
elect one or more statutory auditors, kansa yaku, who may not be 
directors, managers or employees of the company or of any affiliate or 
subsidiary. Private companies may voluntarily elect statutory auditors 
and, if they do, the same restrictions apply. 
The statutory auditor's term of office is two years (except for the first 
statutory audit), but he may be reelected every two years. The main func-
tion of a statutory auditor is to review the financial statements and other 
documents mentioned under Corporate Requirements (see page 88), 
which directors must submit and report on to shareholders at the 
annual meeting. Directors must submit the financial statements and a 
business report to the statutory auditor five weeks in advance of the 
annual meeting; supplementary reports must be submitted three weeks 
in advance. The statutory auditor's report must be submitted to the 
directors within four weeks of receipt of the principal documents. 
In most cases statutory auditors perform only perfunctory reviews and, 
for small-sized corporations, this practice is expected to continue 
largely unchanged. They are authorized to examine all books, records 
and other documents of the company and its affiliates and subsidiaries 
and to request reports concerning business activities. They may be held 
joint ly and severally liable for damages to the company resulting from 
failure to perform their duties, and to third parties for damages re-
sulting from wrongful intent or gross negligence. Statutory auditors 
need not be shareholders of the company, residents or nationals of 
Japan. Their compensation is determined by the shareholders at the 
annual meeting. The names of statutory auditors are furnished to the 
local registration office of the Ministry of Justice when a new company 
is incorporated. Any change in statutory auditors must also be recorded 
at the local registration office. 
Medium Corporations. Medium-sized corporations are those with 
capital exceeding ¥100 mill ion but less than ¥500 million. The role of 
a statutory auditor of a medium-sized corporation has been consider-
ably expanded by the 1974 amendments to the Commercial Code. The 
statutory auditor is now requested to supervise the performance of 
directors, to examine all proposals and documents the directors propose 
to submit at a general meeting, to report at such a meeting if there is a 
breach in the law or in the company's articles of incorporation, and to 
submit if such proposals or documents are not in order. The statutory 
auditor may also attend board meetings and express an opinion. These 
functions are in addition to those of the statutory auditor of a small-
sized company. 
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For a medium-sized company, directors must submit the relevant 
documents to the statutory auditors seven weeks in advance of the 
meeting (three weeks in the case of supplementary explanations). The 
statutory auditor must then submit, within four weeks (two weeks in 
the case of supplementary explanations), to the directors an audit 
report. The report should cover the following: 
1. Outline of auditing method used. 
2. Any missed or fraudulent entries in account books or non-
correspondence of balance sheet or profit and loss statement entries 
in the account books. 
3. A statement to the effect that the balance sheet or profit and loss 
statement are believed to have been prepared in full compliance with 
the law and with the articles of incorporation, and that they reflect 
correctly the state of the assets and financial condition of the 
company. 
4. Any failure to prepare the balance sheet or profit and loss statement 
in full compliance with the law and with the articles of incorpora-
tion and their failure to reflect accurately the state of the assets and 
financial condition of the company. 
5. Whether the contents of the business report are believed to be 
correct and true. 
6. Whether the proposals relating to reserves and to distribution of 
profits or interest are believed to have been prepared in full compli-
ance with the law and with the articles of incorporation. 
7. Any impropriety regarding proposals relating to reserves and distri-
bution of profits or interest considering the state of the company's 
assets and other relevant circumstances. 
8. Failure by any director to perform his duties properly or any act 
thereby in violation of the law or the articles of incorporation. 
9. Inability by the statutory auditor to complete an audit. 
A copy of this report must be attached to the notice to shareholders 
attending the annual meeting. 
Large Corporations. A large-sized corporation has authorized capital of 
¥500 million or more. In addition to audit by a statutory auditor, large 
corporations are required to have their financial documents audited by 
an account auditor, who must be either a certified public accountant or 
employed by an audit corporation. 
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Directors of this type of corporation must submit the required docu-
ments to both the statutory auditors and the account auditors at least 
eight weeks (four weeks for supplementary explanations) before the 
general meeting of shareholders. Four weeks after receipt (two weeks 
for supplementary explanations) of the documents, the account 
auditors must submit their audit reports or some such documents to the 
directors and statutory auditors. The statutory auditors must submit 
their own report on the account auditors' audit report within one week 
after receipt. The account auditors' report must cover the items previ-
ously mentioned under Medium Corporations .(except for items 5, 7 
and 8). Any audit corporation acting as account auditors must give the 
name of the individual(s) responsible for conducting the actual audit. 
The account auditor cannot be a director, statutory auditor or 
employee of the company. 
Statutory Auditor 
All stock corporations must elect one or more statutory auditors who 
may not be directors, managers, or employees of the company. Private 
companies may voluntarily elect statutory auditors and, if they do, the 
same restrictions apply. Statutory auditors' term of office may not 
exceed one year, but they may be reelected every year. The statutory 
auditor is frequently referred to as the company auditor or internal 
auditor. The main function of a statutory auditor is to review the 
financial statements and other documents mentioned under Corporate 
Requirements which directors must submit and report on to share-
holders at the annual meeting. Directors must submit these documents 
to the statutory auditor two weeks before the annual meeting, and the 
statutory auditor's report must be available to shareholders and others 
one week before the meeting. This brief time does not allow statutory 
auditors to perform more than a perfunctory review, and their diffi-
culties are increased by the fact that most statutory auditors are not 
qualified accountants or auditors, although there is no legal bar to CPAs 
being appointed to this position. Statutory auditors are authorized by 
the Commercial Code to examine all books, records and other docu-
ments and to conduct pertinent investigations into company affairs, but 
the limitations that have been described generally preclude the proper 
util ization of such authority. The Commercial Code also states that 
they may be held joint ly and severally liable for damages to the 
corporation caused by neglect of their duties. 
Statutory auditors need not be shareholders of the company, residents 
or nationals of Japan. Their compensation is determined by share-
holders at the annual meeting. The names of statutory auditors are 
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furnished to the local registration office of the Ministry of Justice when 
a new company is incorporated. Any change in statutory auditors must 
also be recorded at the local registration office. 
Securities Exchange Act Requirements 
The Securities Exchange Act was passed in 1948 as part of an effort to 
encourage wide public ownership of shares. The act contains regulations 
pertaining to dealers in securities and attempts to curb stock market 
manipulation and other fraudulent practices. 
Under the Securities Exchange Act, corporations offering securities to 
the public in amounts of 100 million yen or more per year must file a 
registration statement, which includes a prospectus, with the Ministry 
of Finance. Until this registration statement becomes effective, no pub-
lic stock offering can be made. In addition, subsequent reports, called 
yuka shokert hokokusho, must be filed with the Ministry of Finance. 
Corporations whose securities are listed on the stock exchanges but 
have not filed registration statements must also file later reports. These 
reports, which must be audited by independent CPAs or by audit 
corporations and which contain the auditors' opinion, are due within 
three months of the end of the company's fiscal term. The following 
detailed information must be included (in Japanese, to expedite 
matters): 
A. Outline of the Enterprise 
1. Date of organization 
2. Business objective 
3. Amount of capital 
4. Capital stock: 
Authorized capital stock 
Capital stock issued (kind, par value of each share, 
exchange on which listed) 
5. Status of stock issued: 
Average number of shares held per stockholder 
Stockholders classified by region 
Major stockholders 
Accounting period 
Benefits to stockholders 
Market value of stock by month 
Dividend paid for the three latest operating periods 
6. Brief personal history of executives and their stockholdings 
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7. Status of employees: 
Number of male and female employees 
Average age of employees — male and female 
Average length of service of employees 
Average monthly compensation — male and female 
Status of employees' union 
B. State of Business and Fixed Assets 
1. Status of business: 
Genealogy of business (including principal products 
and operating divisions) 
Brief outline of important agreements 
2. Status of property and equipment: 
(a) Property and equipment at the end of the term 
Investment, production line and distribution 
of employees by operating division 
Land area and building sizes 
Number, type, capacity of used and unused heavy 
machinery and equipment 
(b) Plan for investment in new fixed assets, plant 
expansion and repairs 
(c) Sale or write-off of fixed assets having significant 
effect on production capacity 
C. Operating Status 
1. Production capacity: 
Operating capacity of fixed assets in current and 
previous periods 
Planned changes in operating capacity 
2. Production results: 
Status of latest production and production orders received 
Ratio of production to capacity 
Purchase of principal raw materials and changes in their 
use, ending warehouse balance and unit price 
3. State of unfilled sales orders and production plan: 
General outline of ending unfilled sales orders of previous 
and current periods by product (state amount of unfilled 
export orders when such amount is significant). 
4. Sales: 
Sales in previous and current periods by product 
Methods of sales if extraordinary methods are used 
Export sales by product of current and previous periods 
if significant 
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Intercompany sales by product of current and previous 
periods 
Change in unit sales price 
D. Financial Affairs 
Audit report by an independent certified public accountant 
1. Financial statements: 
Comparative balance sheets for two fiscal terms 
Comparative income statement for two fiscal terms. 
Comparative cost of goods manufactured and sold for 
two fiscal terms 
Comparative statements of surplus (retained earnings) 
appropriations for two fiscal terms 
Supplementary schedules 
(a) schedule of investment in securities 
(b) schedule of tangible and intangible fixed assets 
(c) schedule of investment in stocks and bonds of 
affiliated companies 
(d) schedule of advances to affiliated companies 
(e) schedule of bonds outstanding 
(f) schedule of long-term debts 
(g) schedule of loans from affiliated companies 
(h) schedule of capital stock 
(i) schedule of capital surplus 
(j) schedule of surplus (retained earnings) and 
appropriations thereof 
(k) schedule of depreciation 
(I) schedules of allowances and reserves 
2. Content of main assets and liabilities 
3. Other 
Information relating to mergers, planned mergers and 
important suits outstanding against the company 
Cash flow statement 
Cash flow forecast 
The data covered by the auditors' opinion are those in Category D, 
Financial Affairs. These reports must be available for public inspection 
at the Ministry of Finance, the principal office and major branch offices 
of the company and at the stock exchange. 
If the reports contain confidential information, the company may 
apply for approval from the Ministry of Finance to omit such confi-
dential information from the copies of the reports available for public 
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examination. The Minister of Finance has the right to request addi-
tional information for his review and to have Ministry of Finance 
personnel examine company records. 
The Ministry of Finance has issued detailed regulations on accounting 
principles and auditing procedures in Order No. 14, Regulations on the 
Terms, Form and Method of Preparing Financial Statements, and in 
other orders, after consulting and in cooperation with the Japanese 
Institute of CPAs. These regulations state some of the elements that 
must be present in financial statements for the auditors' opinion to 
state that " the financial statements are in conformity with generally 
accepted accounting principles." 
Required Journals and Ledgers 
The Commercial Code requires that daily transactions and all other 
matters that affect a business must be entered in the account books. 
Additional accounts and records are required by tax or other regula-
tions to which a business is subject. 
Corporate Requirements. In addition to the preceding requirements, 
corporations must keep the following official records: 
1. Minutes of shareholders' meetings — signed by the meeting chairman 
and all directors present. 
2. Minutes of board of directors' meetings — signed by all directors 
present. 
3. Minutes of debenture holders' meetings — signed by the meeting 
chairman and all directors present. 
4. Registers of shareholders and debenture holders. 
A balance sheet, a profi t and loss statement, detailed schedules of 
significant account balances, a business report, and proposals for divi-
dends and allocations to reserve accounts must be prepared at the end 
of each fiscal term of the company and must be submitted at the 
shareholders' meeting for approval. After obtaining shareholder 
approval, the balance sheet must be published in a daily newspaper or 
the Official Gazette. 
No requirements exist for legal validation of account books or other 
records. Books, records and financial statements are usually maintained 
in the Japanese language, and amounts are recorded in yen, but there is 
no legal requirement to do so. 
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When a company wishes to file a "Blue Tax Form" (see chapter 7), the 
accounting system in use and the books and records maintained must 
be considered appropriate for tax purposes, and the accounting system 
must be approved by the Ministry of Finance. 
The books and records mentioned must be maintained for at least ten 
years after the close of the fiscal term to which they relate. 
Appointment of Independent Auditors 
As in other areas, Japanese companies that engage professional auditors 
frequently form attachments that endure for life. Even if a company 
should "go public" and come under the jurisdiction of the Securities 
Exchange Act, it is customary for the same independent auditors to 
continue providing the necessary accounting and auditing services. An 
exception occurs when securities are to be sold in a foreign country. 
Because of the differences in accounting and reporting standards of the 
foreign country and the desirability of the auditors being known in that 
country, the Japanese f irm frequently engages foreign auditors who 
conduct the audit jointly with the Japanese auditors. 
ACCOUNTING PRINCIPLES 
The basic principles of Japanese accounting are derived from several 
sources. The accounting regulations contained in the Commercial Code 
and tax laws are important sources. Another source is the Business 
Accounting Deliberation Council, which is a committee sponsored by 
the Ministry of Finance and composed of representatives from the 
accounting profession, business and education institutions. This group 
has issued a series of reports under the overall t i t le of Business 
Accounting Principles and Auditing Standards, Rules of Audit Field 
Work and Rules of Audit Reporting. Each report in this series is termed 
"Inter im Report" to signify the Council's belief that accounting 
principles are in continuous development and no report can ever be 
termed "Final Report." Also, the Institute of CPAs has published 
bulletins covering certain aspects of accounting principles. These 
various sources are not always identical and certain aspects are in con-
fl ict, but all together they constitute the accounting principles that are 
considered generally acceptable. 
In general, accounting principles and practices are comparable to those 
in Western countries, but differences can be significant. The following is 
a discussion of some differences of particular interest to foreign 
investors. 
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Fiscal Year 
Most Japanese companies use the same fiscal year as the government — 
Apri l 1 to March 31. It is customary to distribute profits twice each 
year, but before 1974 to do this it was necessary to have a six-month 
fiscal term. As a result of the 1974 revision to the Commercial Code, it 
is now possible to make provisional distributions from retained earnings 
(but not from current earnings), and accordingly many companies are 
changing to a twelve-month fiscal term. 
Consolidated Financial Statements 
Consolidated financial statements have not been required by law or by 
business accounting principles, but certain Japanese companies that sell 
securities or borrow money outside of Japan prepare consolidated 
financial statements due to the existence of accounting principles in the 
foreign country requiring consolidated financial statements, as well as 
requests by foreign investors and lenders for such statements. The 
Tokyo Stock Exchange also requires certain consolidated information 
to be furnished in its application for listing on the exchange and for 
transfers from the second to the first market sections (see page 34). 
Opinions of the Business Accounting Deliberation Council and the 
Institute of CPAs have been published favoring the requirement of 
issuing consolidated financial statements in appropriate cases, but no 
cabinet order or ordinance has yet been issued to enforce these 
opinions. 
Many Japanese companies have long strings of subsidiaries. In the 
absence of a requirement for consolidated financial statements, manipu-
lation to improve earnings is possible, provided companies have dif-
ferent closing dates. Such devices as selling at arranged prices, unloading 
inventory, allocating administrative charges or overhead, declaring or 
withholding dividends and similar "window-dressing" devices are pos-
sible. 
Voluntary Reserves 
Voluntary reserves are sometimes created either through appropriation 
(segregation) of retained earnings or through direct charges to opera-
tions. 
The voluntary reserve created through appropriations of retained earn-
ings is sometimes termed a general reserve or may be named for the 
specific purpose for which it was created, such as reserve for equali-
zation of dividends. The voluntary or general reserve exists in most 
Japanese financial statements and is presented in the shareholders' 
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equity section of the balance sheet as a separately identified item and 
apart from retained earnings. The transfer back to retained earnings of a 
general reserve at the close of any fiscal term requires approval by 
shareholders. 
Voluntary reserves for various contingencies, which are created through 
charges to operations, are less common. Recording of such reserves is 
not prohibited by legal requirements, tax law or generally accepted 
accounting principles. Such reserves are reported in the balance sheet as 
a liability, and changes in amounts during the fiscal period are shown as 
non-operating income or expense in the profit and loss statement. A 
voluntary reserve can be transferred back to income when management 
determines it is no longer needed; shareholder approval is not required. 
Effect of Tax Law Accounting Requirements 
In general, Japanese tax laws are oriented towards minimizing the 
deductibility of accruals for expenses or deductions from revenue. 
Furthermore, certain tax deductions are allowed only if they are 
recorded on the books of account. Such tax-influenced book entries are 
in accordance with generally accepted accounting principles in Japan 
and, consequently, appear in financial statements. The following are 
examples of tax-influenced book entries that are not in accord with 
generally accepted accounting principles as this term is understood in 
some Western countries. 
Inventories. The Commercial Code, the Business Accounting Delib-
eration Council and tax laws all permit valuation of inventory at cost 
which may be determined under several bases. Valuation at cost does 
not apply if market price is appreciably lower than cost and if, in 
management's opinion, the decline is not a temporary one. It is not 
uncommon that inventory records are not adjusted when differences 
are noted on a physical count of inventory. 
Also, for tax purposes a reserve for inventory price fluctuation based on 
a percentage of the ending inventory may be deducted, provided it is 
recorded on the books. Most Japanese companies do not go beyond tax 
law requirements in determining inventory value for financial statement 
purposes. 
Accounts Receivable. An allowance for uncollectible accounts and 
notes receivable is a generally accepted accounting principle for valua-
tion of receivables. For tax purposes, a reserve for bad debts 
determined as a prescribed maximum percentage of outstanding receiv-
ables may be deducted, provided it is recorded on the books. Both 
overprovisions and underprovisions in relationship to the actual risk are 
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possible. A company may not provide any provision in a low-profit or 
loss year, thus obtaining a larger provision in a profitable year. Most 
Japanese companies do not go beyond the tax formula in determining 
the allowance for bad debts for financial statement purposes. 
Depreciation. Both regular and special depreciations are deductible for 
tax purposes. Regular depreciation must be recorded on the books to 
be deductible for tax purposes, and its computation is similar to depre-
ciation methods common in the United States. Periodic depreciation is 
based on the estimated useful life of assets, and the common method of 
determining annual or semi-annual depreciation is the declining-balance 
method. If a method of depreciation is not elected at the time of 
incorporation or at the start of a business, the use of the declining-
balance method is assumed. 
Special deductions for depreciation of up to one-third of acquisition 
cost are also available under tax laws, provided they are recorded on the 
books. Machinery and equipment are the usual fixed assets which 
qualify for special deductions. Special depreciation must be deducted 
from acquisition cost in arriving at net book value of fixed assets for 
subsequent regular depreciation. 
Most Japanese financial statements report regular depreciation charges 
as operating expenses and special depreciation charges as non-opearting 
expenses. Since special depreciation is not based on considerations of 
useful asset life and is not a consistent method, it is not in agreement 
with USA accounting principles. 
Other Reserves. Reserves for sales returns and allowances, product 
warranties, sales discounts, etc. are not commonly provided for in 
Japanese financial statements. If such reserves are recognized, they are 
commonly recorded on the same basis as those deducted for tax 
purposes. 
Employee Retirement Benefits. Allowances due employees upon retire-
ment are usually based on company rules of employment filed wi th the 
Ministry of Labor or on union contracts. When these obligations are 
registered with the government, they become legally enforceable, and 
the cumulative company liability for these benefits can be estimated by 
reference to these sources. Under tax laws, limitations exist on the 
amount deductible for employee retirement benefits until such 
amounts are actually paid. These limitations generally result in a cum-
ulative tax-deductible amount, prior to actual payment, of about 50% 
of the estimated liability. Most Japanese companies reflect only the 
tax-deductible amount in their financial statements. 
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Income Taxes. Japanese companies are subject to national, local and 
enterprise income taxes which aggregate 50% to 53% of net income. 
The enterprise income tax is deductible in the year paid for determining 
national and local income taxes. As a result, most Japanese companies 
record the enterprise income tax in the year paid, and frequently report 
the tax in their financial statements as a general and administrative 
expense rather than as an income tax. 
In addition, tax allocation accounting is not a generally accepted 
accounting principle in Japan. Most Japanese companies report only 
current income taxes due and payable. Income taxes applicable to 
revenues and expenses reported in different periods for book and tax 
purposes are not taken into consideration in determining income tax 
expense for financial reporting purposes. 
Directors' Bonuses. Compensation paid to directors of companies in 
Japan, commonly termed directors' bonuses, is usually not deductible 
for tax purposes. As a result, most Japanese companies do not record 
this compensation as an expense but as a direct charge to retained 
earnings. In addition, such amounts are generally recorded in the period 
paid rather than the period in which the services were rendered. 
AUDITING STANDARDS 
Before the second world war, Japan's small accounting profession was 
largely influenced by European practices and company laws, but the 
post-war revision of Japan's accounting profession was largely 
influenced by the United States. Even today, many Japanese 
accounting textbooks are based on USA and some European accounting 
literature. United States accounting materials have been translated into 
Japanese or are studied in their original form. The young Japanese CPA 
usually has a sound theoretical background in accounting principles, 
although he is likely to be deficient in such areas as consolidation of 
financial statements and fund accounting. 
Auditing standards have developed over a shorter period than 
accounting principles. Orders issued by the Ministry of Finance and 
publications of both the Institute of CPAs and the Business Accounting 
Deliberation Council have dealt with auditing matters. The Institute of 
CPAs acts as advisor to the Ministry of Finance in its promulgation of 
orders covering the form and contents of financial statements and 
auditing standards and procedures. In addition, the institute publishes 
its own material covering auditing standards and procedures, which 
recently included confirmation of account balances and observation of 
physical inventories. It has also begun a program of translation and 
9 3 
Accounting and Auditing 
publication of material issued by the American Institute of CPAs. These 
have been the various sources for the auditing standards and procedures 
which are considered generally acceptable. 
The practical application of the auditing standards and procedures by 
Japanese CPAs, however, varies widely. Confirmation of account bal-
ances and observation of physical inventories are becoming common. 
The practice of confirmation procedures being performed by the 
company under audit, with only the results available for review by the 
auditor, is being discontinued. However, in observing physical inven-
tories, many CPAs tend to overemphasize the importance of the actual 
inventory counting and underemphasize the observation of procedures. 
The confirmation of balances on deposit with banks is used mainly to 
obtain the ending cash balance, and few inquiries are made about liabili-
ties that may exist. 
Unlike a number of other countries, the accounting profession in Japan 
has not experienced a public liability suit for damages. Provisions exist 
within Ministry of Finance orders which allow investigation of the 
scope of work performed by the Japanese CPA and suspension or revo-
cation of the license to practice as a CPA, but these have been used 
infrequently. 
In Japan, the value of an independent audit is not yet ful ly appreciated 
by stockholders, management, lending institutions, or the public. As a 
result, fees for auditing services frequently provide insufficient compen-
sation to the CPA, and perforce l imit the time he spends in performing 
an audit. Fees for audits required under the Securities Exchange Act are 
generally based on contract terms agreed upon by the Institute of CPAs 
and the Federation of Economic Organizations. 
Until 1966, Japanese CPAs generally operated as a sole proprietorship 
with limited capital and staff. Under these circumstances, they often 
lacked true independence as the term is understood in English-speaking 
countries. An amendment to the CPA law in 1966 provided for the 
formation of audit corporations (see page 80). As these corporations 
grow in size and experience, greater independence should be realized. 
Japanese CPAs have had considerably less time to develop a strong and 
respected auditing profession than have the Anglo-Saxon and European 
countries. The first national law to establish a modern accounting 
profession was not passed until 1948 as Japan's historical background 
had not been favorable to the development of auditing. Only in very 
recent years has Japan begun to develop those business needs which 
stimulated the expansion of the auditing profession in other countries. 
These factors explain the deficiencies in the Japanese auditing profes-
sion that have been mentioned. 
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THE TAX SYSTEM 
Japan's basic tax structure was adopted after World War II. Its present 
system owes much to the recommendations of a USA mission, headed 
by Professor Carl S. Shoup, which was invited to Japan in 1950 to 
review the tax structure. Since 1951, yearly tax reform measures have 
attempted to improve the tax system and to make adjustments designed 
to deal wi th changing economic conditions. 
Tax Legislation 
The Japanese constitution provides that all national and local tax legis-
lation be enacted by the Diet (see page 6). Proposed legislation is 
drafted by the Tax Bureau of the Ministry of Finance and is then 
introduced in the House of Representatives. In that body, the bills are 
referred for study to the Standing Committee for Finance. Upon 
passage in the House of Representatives, they are presented to the 
House of Councilors of the Diet and become law when approved. In 
general, changes in tax laws become effective on Apri l 1. 
Administration of Tax Law 
The administration of national taxes and the drafting of tax legislation 
are under the jurisdiction of the Ministry of Finance (MOF). MOF 
issues regulations and rules called cabinet orders and ministerial ordi-
nances to implement the national tax laws. Such orders and ordinances 
have the authority of law and often contain detailed instructions for 
tax computation and payment. Within MOF, the administration of the 
tax laws and related orders and ordinances are the responsibility of the 
Tax Administration Agency. 
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CHARACTERISTIC FEATURES OF JAPANESE TAXATION 
Each tax is levied by a specific law; however, certain laws affect all 
taxes. The following laws levy specific taxes: 
Income Tax Law— levies income taxes on individuals. 
Corporation Tax Law— levies income taxes on corporations. 
Local Tax Law — empowers localities wi th authority to assess and 
collect taxes principally on incomes of individuals and corporations. 
The following laws pertain to all taxes: 
General Law of National Tax — contains procedures for determi-
nation of liability, methods of payment, settlement of disputes, and 
other matters common to several tax levies. 
Special Taxation Measures Law — provides special tax concessions 
designed to achieve national economic goals. 
Principle of Substantial Taxation 
This principle incorporated in Japanese taxation of incomes stipulates 
that an individual or entity should be taxed on that income from which 
a benefit is derived. If securities are owned by A, but provide income 
actually enjoyed by B, income tax wil l be imposed on B. 
Blue Form Tax Returns 
Individuals with a certain business income and corporations may elect 
to file a blue form tax return, which results in substantial benefits, if 
certain requirements are met. Otherwise, a white form tax return must 
be filed. In the case of corporate taxpayers, blue and white tax forms 
are identical, except that the first page of the blue form has a green 
t int. 
The blue form concept was introduced to improve bookkeeping prac-
tices and encourage honest self-assessment. To use the blue form, 
applications must be filed with the tax authorities prior to the begin-
ning of the accounting period for which the blue return is to be filed. 
Once approved, the blue form may be used for subsequent tax returns. 
About 50% of individual tax payers and 80% of corporate taxpayers file 
blue returns. For corporations, the main benefits of the blue form are: 
1. Deductions are allowed for such special reserves as bad debts, 
price fluctuation, employees' retirement allowances, and others. These 
wil l be treated in detail later in this chapter. 
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2. Special depreciation is allowed. 
3. Net losses may be carried forward for five succeeding years and 
backward for one year. 
4. Taxable income may be corrected by tax authorities only when 
errors are found in the taxpayer's record keeping calculations. When 
such mistakes are found, the tax authorities are required to furnish the 
taxpayer with a written explanation of their adjustments. 
The approval to file a blue form is revocable if the taxpayer's books are 
not maintained in accordance with official requirements, which consist 
of using the double-entry system and maintaining legible books for 
sales, purchases, cash, etc. as well as a general ledger. If evidence exists 
to doubt the authenticity of the books, such as omission or false entry 
of a business transaction, revocation of the blue form can be retroactive 
to the time such practices started. 
Importance of Various Taxes 
The relative importance in the Japanese economy of the various 
national and local taxes can be gauged from the following estimated 
1975 statistics. 
¥ Billions % 
National Taxes 
Corporat ion income tax 6,141 33.7 
Individual income tax 6,605 36.2 
Liquor tax 1,031 5.7 
Gasoline tax 789 4.3 
Commodi ty tax 695 3.8 
Customs duties 445 2.4 
Other national taxes 2,516 13.9 
18,222 100.0 
Local Taxes 
Prefectural: 
Enterprise 2,062 23.3 
Inhabitants 1,110 12.5 
Municipal: 
Inhabitants 2,136 24.0 
Property 1,401 15.7 
Other 2,176 24.5 
8,885 100.0 
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CORPORATE INCOME TAXES 
Entities Subject to Corporate Income Taxes 
Of the entities discussed in chapter 5, Forms of Business Entities, the 
following are subject to the provisions of the Corporation Tax Law: 
stock corporations, private companies, unlimited liability partnerships, 
limited liability partnerships, shadans (juridical persons and associ-
ations), and zaidans (foundations), but the last two mentioned are 
taxed only on a profit-making business or trade. 
Branches of foreign partnerships are not incorporated under the 
Commercial Code or Yugen Kaisha Law and, therefore, are not subject 
to the corporation income tax. Instead, each partner is taxed as an 
individual on his share of partnership income. 
Corporate Tax Rates 
The following tax rates are for the national income tax. Details of the 
taxes imposed on corporations by prefectures and municipalities are on 
pages 115 and 116. National corporate tax rates are based on the 
amount of capital, and include a reduced tax rate for that part of the 
earned income of a domestic corporation that is intended for distri-
bution as dividends. 
Corporate Income Tax Rates 
Capital Dividends Balance 
Over ¥ 1 0 0 mi l l ion 30% 40% 
¥ 1 0 0 mi l l ion or less: 
First ¥ 7 mi l l ion 22 28 
Over ¥ 7 mi l l ion 30 40 
The computation of corporate income taxes is complex because of the 
treatment of dividends and the application of the tax rates mentioned. 
Generally, dividends received by a domestic corporation from other 
domestic corporations are excluded from taxable income. For this and 
other tax purposes, stock dividends are treated the same as cash divi-
dends and valued on the basis of par value. However, if dividends re-
ceived by a corporation exceed dividends paid to shareholders, 25% of 
the excess received must be included in taxable income, and dividends 
excluded from taxable income must be reduced by the interest expense 
of any loans incurred to acquire the shares which gave rise to the 
dividend income. Dividends received on shares acquired wi th in one 
month of the year end of the dividend-paying corporation, which are 
sold within two months after the same year end, are not excluded from 
taxable income. 
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Generally, as just explained, dividends received are excluded from 
taxable income. The income earmarked for dividends which enjoys a 
reduced tax rate is only that amount in excess of the dividends received 
from other domestic corporations, less any interest expense on the 
related investment principal and less any dividends deemed to be paid 
from nontaxable income. 
Sample Tax Computations 
Company A is not a family corporation, and its capital is over ¥100 
million. A twelve-month accounting period results in the following: 
Taxable income (with dividends received excluded) ¥30,000,000 
Dividends received during the period, less interest 
on debt incurred to acquire the shares 6,000,000 
Dividends payable from income earned during the 
accounting period 15,000,000 
¥9,000,000 (¥15,000,000 - ¥6,000,000) @ 30% = 2,700,000 
¥21,000,000 (¥30,000,000 - ¥9,000,000) @ 40% = 8,400,000 
Income Tax Payable ¥11,100,000 
If the capital of Company A were ¥100 million or less, portions of 
both distributable and undistributable income would be apportioned 
among the tax brackets as follows: 
1. Income to be distributed as dividends 
¥15,000,000 - ¥6,000,000 = ¥9,000,000 
a. Portion to be taxed in lowest bracket: 
¥7,000,000 X 9,000,000 = 2,100,000 @ 22% - ¥ 462,000 
30,000,000 
b. Remaining portion: 
¥7,000,000 - ¥2,100,000 = ¥4,900,000 @ 28% = 1,372,000 
2. Income not to be distributed as dividends 
¥30,000,000 - ¥7,000,000 = ¥23,000,000 
a. Portion to be taxed in lowest bracket: 
¥9,000,000 - ¥2,100,000 = ¥6,900,000 @ 30% = 2,070,000 
b. Remaining portion: 
¥23,000,000 - 6,900,000 = ¥ 16,100,000 @ 40% = 6,440,000 
Income Tax Payable ¥10,344,000 
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Domestic and Foreign Corporations — Different Tax Liabilities 
Al l corporate taxpayers are classified as either domestic or foreign 
corporations. Both categories are subject to income tax, but domestic 
(also referred to as resident) corporations are taxed on worldwide 
income while foreign corporations are taxed only on Japan-source 
income. 
Every company organized under the laws of Japan must have its head 
office in Japan. A company organized outside of Japan is deemed to 
have its head office outside of Japan. Consequently, any company 
whose head office is in Japan is a domestic corporation, regardless of 
the place of management and control. 
Japan-Source Income 
A foreign corporation is taxed only on income from sources in Japan, 
but such income and its taxability depends on the types of business 
operations carried on by the foreign corporation and on the provisions 
of applicable tax treaties. In general, the tax liability of foreign 
corporations that do not have a branch office, commission agent or 
anything that may be termed a permanent establishment in Japan is 
usually settled by withholding tax on income derived from Japan. The 
terms mentioned in the previous sentence are defined in the United 
States — Japan Income Tax Treaty of Apri l 1, 1955, as follows: 
"The term 'permanent establishment' means an office, 
factory, workshop, branch, warehouse, or other fixed place 
of business, but does not include the casual and temporary 
use of merely storage facilities. It also includes an agency if 
the agent has and habitually exercises a general authority to 
negotiate and conclude contracts on behalf of an enterprise 
or has a stock of merchandise from which he regularly fills 
orders on its behalf. An enterprise of one of the contracting 
states shall be deemed to have a permanent establishment in 
the other contracting state if it has in the other state for 
more than twelve months a construction, installation, or 
assembly project or if it carries on supervisory activities in 
the other state for more than twelve months in connection 
wi th a construction, installation, or assembly project located 
in the other state. . . . " 
It may be noted that the definit ion of a permanent establishment under 
the treaty is generally the same as under Japanese law. The treaty also 
1 0 0 
japan 
provides that a permanent establishment of a foreign corporation in 
Japan is taxable on its entire income from Japanese sources. 
Foreign corporations that have Japan-source income may deduct 
expenses incurred in producing such income. A foreign corporation 
engaged in business activities in Japan will be subject to tax on income 
not related to its ordinary activities. For example, a branch may 
assemble and sell product X in Japan. In addition and completely 
unrelated to the activities of the branch, the home office may have 
licensing agreements with Japanese manufacturers under which the 
home office receives royalties or licensing fees. In the usual case, such 
royalty income would be subject to a moderate withholding tax. 
However, due to the business activities of the branch, the royalty 
income could also become subject to the higher corporate income tax. 
Tax Rates Applicable to Foreign Corporations 
An ordinary foreign corporation is taxed at the rate of 40%. This per-
centage is reduced to 28% for the first ¥7 million if the foreign 
corporation's capital is ¥100 million or less. The reduced tax rate for 
income distributed as dividends does not apply to foreign corporations, 
nor is the special tax on undistributed earnings of family corporations 
imposed on foreign corporations. 
Sales to Japan. Income from sales of personal property to Japanese 
residents (individuals or corporations) is not subject to tax unless the 
foreign seller maintains a permanent establishment in Japan. Thus, 
sellers who wish to avoid income taxation in Japan should not establish 
branch offices or other fixed places of business. However, a fixed place 
used for such purposes as advertising, public relations, marketing or 
scientific research and similar activities ordinarily does not subject the 
foreign seller to Japanese income taxation. A foreign seller should avoid 
giving an agent in Japan general authority to conclude contracts on his 
behalf. If possible, an agent who also represents other principals should 
be used. A foreign seller should also avoid consigning goods to a 
Japanese agent who holds the goods and uses them to meet normal 
requirements of his customers. 
Purchases in Japan. Foreign corporations whose activities are confined 
to purchasing goods in Japan for sale abroad are not classified as 
corporations earning Japan-source income. A purchasing office in Japan 
for this purpose is normally not considered a permanent establishment 
if its purchasing activities are exclusively for its own overseas corpora-
tion. However, if its purchases are sold to third parties, the office will 
be taxable on the income derived from third-party transactions. 
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Tax on Approved Pension Funds 
Payments by employers to approved pension funds are deductible in 
computing taxable income. On the other hand, however, employees are 
not taxed on pension benefits until they receive the actual payments. 
To provide for funds lost by this tax deferral, a special tax in addition 
to the ordinary income tax is levied on insurance and trust companies 
carrying on approved pension businesses. The tax is 1% of approved 
pension funds on hand at the beginning of each business year. In the 
case of nonapproved pension funds, employees are subject to income 
tax at the time of payment of such premiums. 
Tax on Liquidation Income 
In the year a domestic corporation is legally dissolved, whether 
resulting from a liquidation or merger, a tax on liquidation income is 
levied in place of the usual corporation income tax. When liquidation 
occurs during the business year, ordinary income tax is levied for the 
period of the year until dissolution, and the tax on liquidation income 
is levied from that point on. Foreign corporations are not subject to the 
tax on liquidation income. 
The liquidation income of a corporation is the excess of its residual net 
assets over capital stock, paid-in surplus, and accumulated earnings at 
the time of dissolution. In mergers, liquidation income is defined as the 
excess of cash and the value of shares and other assets distributed to 
shareholders over the merged corporation's book basis of its net assets. 
The tax rate on liquidation income of ordinary corporations is 35%; for 
cooperative associations and public interest corporations, the rate is 21%. 
COMPUTATION OF TAXABLE INCOME 
For the most part, the computation of taxable income follows generally 
accepted accounting principles. As a generality, provisions and expenses 
must be entered in the books of account in order to be deductible. 
Major items in the computation of corporate taxable income wil l be 
discussed under the headings of Income Items, Deduction Items, 
Special Reserves, Tax Incentives, and Tax Credits. 
Income Items 
The accrual basis must be used for ordinary income, wi th a minor 
exception for smaller entities which file blue form tax returns. Those 
income items which are treated differently from the ordinary, taxwise, 
are discussed on the next page. 
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Dividend Income. Al l or a portion of dividends received by domestic 
corporations from other domestic corporations may be excluded from 
gross income, as explained on page 98. In the case of profits dis-
tributed by security investment trusts, one-half of such distributions 
may be excluded from gross income. 
Gains on Capital Transactions. Gains on certain capital transactions are 
excluded from income. These include: premiums or paid-in surplus 
received on shares sold, gains realized on retirement of shares, and a 
portion of the gains arising from any reduction of capital in mergers. 
Taxes. Refunds on taxes such as the corporate income tax itself, which 
are nondeductible, are not included in income. 
Capital Gains. No special treatment is given to capital gains. The full 
amount of such gains is included in income and is taxed at regular rates. 
An exception is provided for gains on assets compulsorily acquired for 
public purposes. The exception takes two forms: one — if new assets 
are acquired to replace the expropriated assets within one year of the 
expropriation date, any additional amount paid for the new asset is 
added to the cost basis of the old asset; or two — if the taxpayer does 
not elect such tax deferment or prefers to be taxed on the expropri-
ation, a special deduction of 30 million yen is provided (15 million or 
20 million yen in the case of land sold to the Japan Housing Public 
Corporation or to the national or local governments). 
Bad Debts. Recoveries of previously deducted specific bad debts must 
be reported as income as must reversals of the previous year's reserve 
(see page 108). 
Installment Accounting. The installment basis may be used for 
reporting sales provided the method is used consistently and for all 
kinds of merchandise. 
Long-Term Contracts. For long-term construction projects and similar 
activities, income may be recognized on the completed contract or 
percentage of completion method. 
Deduction Items 
In general, ordinary and necessary business expenses are deductible in 
computing taxable income. This section discusses inventory valuation 
and depreciation as well as those expenses whose deductibility is 
hedged or where the rules differ from those commonly used elsewhere. 
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Taxes. Certain taxes are deductible while other taxes and related items 
are not. The corporation income tax itself is not a deductible expense, 
except for the tax on approved pension funds, nor are the prefecture 
and municipality inhabitants taxes. Penalties, fines, forfeits, revaluation 
taxes, delinquent taxes, and additional taxes are also not deductible. 
The enterprise tax is deductible as are national and local excise taxes. 
Interest tax, which is interest charged on tax payments after the due 
dates, is always deductible. 
Salaries, Wages and Pensions. Such payments are deductible and 
problems may arise only when unreasonably high compensation is paid 
to directors and similarly ranked personnel. That portion of compensa-
tion deemed unreasonably high will not be allowed as a deduction. 
Directors' remuneration in excess of the amounts stated in the articles 
of incorporation or agreed upon at the stockholders' meeting is 
normally considered unreasonably high. 
Bonuses. Bonuses paid to employees are deductible in the year payable 
unless they constitute a distribution of net profits. Bonuses paid to 
directors and similarly ranked personnel are not deductible. In the case 
of a person who is both a director and an employee, only that portion 
attributable to his status as an employee is deductible. The term 
"bonus" may include a payment in cash, in kind, or any sort of eco-
nomic benefit. 
Entertainment Expenses. Japanese tax law does not provide as large a 
deduction for business entertainment expenses as is sometimes 
assumed, except in the case of entertainment expenses connected with 
foreign transactions. Under normal circumstances, to be deductible, the 
entertainment must be instrumental to the conducting of the business 
and must be supported by vouchers. Even then, two additional restric-
tions are placed on the deduction: 
1. If entertainment expenses for the current period exceed 105% of 
those for the previous year, the excess over 105% is not deductible. 
2. The deduction determined as above is subject to this further 
limitation. Entertainment expenses up to ¥ 4 mill ion plus 0.05% of 
capital stock and capital surplus are ful ly deductible, but only 20% 
of the expenses above this l imitation may be deducted. If the current 
year's expenses are less than those for the previous year, the differ-
ence increases the amount that is ful ly deductible. Neither l imitation 
applies to entertainment and travel expenses incurred for nonresident 
customers in Japan or expenses abroad connected with business 
transactions. 
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Contributions. Contributions are deductible in the year paid, not when 
pledged; but statutory limits are placed on some types of contributions. 
For example, the Minister of Finance issues a list of organizations to 
which contributions may be made without the application of the statu-
tory l imit; but contributions to other organizations are deductible only 
to the extent that total contributions, including those to organizations 
on the approved list, are not in excess of 1.25% of current net income 
plus .125% of capital stock and capital surplus. 
Reserve for Development of Overseas Markets. Corporations are 
allowed current deductions for reserves to provide for development of 
export markets. The permissible provisions range from .5% to .9% of 
the proceeds of overseas transactions, depending on the type of trans-
action. Such a provision is actually a mechanism for tax deferral since 
20% of the amount deducted each year must be restored to income of 
the next five years. 
Inventory Valuation. Companies may value their inventories on the 
basis of cost or, alternatively, may elect to use the basis of cost or 
market, whichever is lower. The cost method used may be most recent 
purchase, actual, FIFO, LIFO, replacement, retail or average (weighted, 
moving or simple); or different methods may be selected for various 
inventory classifications (i.e., work in process, purchased goods, etc.). 
However, in the case of securities, only the weighted average or moving 
average method may be used. 
Before its tax return is due, it is customary for a newly established 
corporation to notify the tax authorities which inventory valuation 
method it wil l use. Subsequent changes in method require prior 
approval from the head of the National Tax Office. 
The inventory cost of purchased goods includes all incidental expenses, 
such as transportation, commissions and the like required for the goods 
to be available at their final location for use or sale. A manufacturing 
company is generally required to include related expenses in its inven-
tory cost in addition to labor and material costs. 
Depreciation. Japanese tax laws provide deductions for depreciation of 
both tangible and intangible assets, excluding land costs which must be 
capitalized but are not depreciable. Intangible assets which can be 
depreciated include patents, trademarks, copyrights, mining rights, 
goodwill, and deferred assets such as costs of experimental research. 
The depreciable basis of fixed assets is either the purchase price, market 
price in the case of assets acquired as a gift, or total costs in the case of 
assets constructed by the corporation. All incidental expenses incurred 
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in acquiring the asset (transportation, duties, installation, etc.) are part 
of the depreciable basis. However, minor assets (defined as useful life 
less than one year or cost less than ¥=100,000) may be charged to 
expense when acquired. 
For purposes of computing the regular deduction for depreciation, 
tangible assets are assumed to have salvage value of 10%; however, their 
residual value is fixed uniformly at 5%. This means that an asset having 
an acquisition cost of ¥100,000 and a useful life of 10 years may be 
depreciated under the straight-line method at ¥9,000 per year for 10 
years and at ¥5,000 in the 11th year. Declining-balance depreciation is 
calculated by applying a constant percentage to the book value 
remaining after previously allowed depreciation has been deducted. 
Allowable Depreciation Methods. In depreciating tangible fixed assets, a 
company may select either the straight-line or declining-balance method 
for each asset or group of assets. Other methods may be selected only 
in specific industries (production method for fixed assets in mining use 
and replacement method for assets frequently replaced such as rails and 
electric poles). Only the straight-line method may be used for intangible 
assets with the exception of goodwill where any method may be 
selected by the taxpayer. Prior to fi l ing its first tax return, or on the tax 
return itself, a new corporation must notify the National Tax Office 
which depreciation method it wi l l use. If such notification is not made, 
the corporation must use the declining-balance method. The use of 
other than authorized methods and a change of depreciation method 
require prior approval of the head of the National Tax Office. 
Useful Life of Assets. Tables dealing wi th the useful life of assets have 
been issued in ministerial ordinances. Examples of prescribed useful 
lives for new assets fol low: 
Type of Asset Useful Life (years) 
Off ice buildings: 
Reinforced concrete 
Wood 
65 
26 
Machinery and equipment (classification 
by industry): 
Au tomob i le manufacturing 
Pulp manufacturing 
Electric machinery and 
appliance manufacturing 
10 
12 
11 
Off ice furn i ture and f ixtures: 
Typewr i ter 5 
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Desk, chair, metal cabinet 15 
6 
6 
Electronic computer 
Air conditioner 
Trucks for business purposes 
Patent rights 
Ut i l i ty model rights 
4 
8 
5 
For assets acquired in a used condition and for new assets whose use or 
condition is such that actual useful lives are expected to be less than 
statutory useful lives, the corporation may apply for shorter useful lives 
than in the tables. For assets purchased during an accounting year, it is 
customary to calculate depreciation for the first year on a monthly 
basis with any part of a month considered a full month. 
Book and Tax Depreciation. Different methods of depreciation may be 
used for book and tax purposes, but depreciation deducted for tax 
purposes may not exceed the amount recorded on the books or the 
maximum allowable amount. However, virtually all companies use the 
same method for both book and tax purposes. 
Special Measures for Depreciation. In addition to the usual depreciation 
deductions that have been described, special measures for increased 
depreciation have been instituted as an economic incentive in reaching 
goals set by the Japanese government. These special depreciation 
measures take two forms: increased depreciation in the year an asset is 
acquired, and additional depreciation in the subsequent years of an 
asset's use. Except for builders of rental houses, only corporations filing 
blue form tax returns are eligible for special depreciation. 
The specific assets and their eligibility for special depreciation are 
designated by notifications issued by the Ministry of Finance. 
Interested taxpayers should obtain the latest of such notifications as 
the amount of special depreciation can be significant even though the 
effect of these special increased deductions for depreciation is to 
accelerate the deduction for depreciation and not to increase total 
depreciation that will be deducted over an asset's life. In general, addi-
tional depreciation in the year of an asset's acquisition ranges from 
1/10 to 1/2 of acquisition cost, and the additional depreciation in 
subsequent years ranges from a small fraction to 300% of ordinary 
depreciation. Corporations may deduct any portion or all of the special 
depreciation to which they are entitled. Any portion not deducted is 
called inadequate depreciation, and a corporation filing a blue form tax 
return may utilize the inadequate depreciation of one fiscal period in 
any of the succeeding three fiscal periods. 
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Bad Debts. Reserves for anticipated losses in receivables are allowable 
deductions. The deductible amounts are the following percentages of 
outstanding receivables at the end of the period. 
Industry % 
Retail or wholesale 2.0 
Retail — installment plan 2.5 
Manufacturing 1.5 
Finance and insurance 0.8 
Other 1.2 
Corporations wi th capital of not more than 100 mil l ion yen may 
deduct 120% of the allowable amounts. If the reserve method is used, 
the entire reserve must be reversed to income in the following year, and 
any bad debt losses that occur during the year are charged directly to 
expense. Thus annual bad debt expense consists of losses written of f 
during the year plus or minus the net change in the year-end reserves. 
Under specific adverse financial conditions, a corporation may set up a 
special bad debt reserve for a particular debtor of up to 50% of the 
amount receivable or, wi th approval of the tax office, up to 100% of 
the receivable. 
Deferred Expenses. Expenses classified as deferred must be amortized 
on the straight-line basis over the anticipated period of benefit. For 
convenience, deferred expenses of less than ¥100,000 per item may be 
deducted in ful l in the year incurred. Taxpayers have the option of 
deducting in full certain types of deferred expenses in the year paid. 
This optional treatment is available for the following items: 
1. Organizational expenses and disbursements in opening a business. 
2. Interest paid to shareholders before business becomes profitable. 
3. Research and development costs. 
4. Costs of developing new markets, management systems, and the 
like. 
5. Disbursements in issuing shares and debentures and bond 
discounts. 
Special Reserves 
Provisions for certain reserves are deductible in computing taxable 
income. The reserve for bad debts, for example, is available to all 
corporate taxpayers; however, the reserves discussed here are available 
only to those taxpayers using the blue tax form. 
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Reserve for Returned Unsold Goods. Specified businesses that sell 
goods on consignment or under a repurchase agreement may provide 
against future losses arising from the return of unsold goods. 
Reserve for Bonus Payable. Within statutory limits determined by a 
formula, amounts credited to a bonus payment reserve account are 
deductible as expenses. Amounts so credited in one accounting period 
must be restored to income of the following accounting period so that 
only the increment is actually deducted. 
Reserve for Retirement Allowance. Within certain limits, amounts set 
aside for the future payment to employees of retirement allowances are 
deductible in the current period. In the absence of a union agreement 
or employment contracts, up to 6% of wages paid may be credited to 
the reserve each period until the reserve reaches 50% of the total retire-
ment allowances hypothetically payable to all employees at the end of 
an accounting period. When such a reserve is in existence, retirement 
allowances actually paid must be charged to this reserve. 
Reserve for Repairs. In the case of completed construction, a tax 
deductible amount may be provided for anticipated repairs. In the case 
of assets such as vessels or blast furnaces, etc., provisions for special 
repairs are deductible within maximum limits in both cases. 
Reserve for Price Fluctuation. Corporations may deduct, within certain 
limits, provisions for losses on inventories and securities due to price 
fluctuations. Any such provision must be restored to income of the 
following year. The current limitation, in the case of inventories, is 2.7% 
of book value (5% for commodities designated by the Minister of 
Finance as subject to extreme price fluctuation). The limitations on 
provisions for securities are less liberal, and for both inventories and 
securities other limitations sometimes operate to further reduce the 
provision that may be deducted. 
Where the LIFO inventory method is used, the reserve for price fluctua-
tion is no longer eligible for this treatment. 
Reserve for Loss on Foreign Investment. If certain conditions are met, a 
portion of the investment by a domestic corporation in newly issued 
shares of a company operating in developing countries may be 
deducted. After five years, the amount deducted must be restored to 
income at the rate of 20% per year. 
Miscellaneous Reserves. Provisions for various other reserves may be 
deducted under similar conditions and with benefits similar to those 
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already described. In many cases, these reserves apply to a single in-
dustry, and the type of reserve is implicit in its t i t le. Some examples 
fol low: 
Reserve for small enterprises engaged in subcontracting. 
Depreciation reserve for specific railway construction. 
Depreciation reserve for equipment used in generating atomic power. 
Depreciation reserve for construction of specific gas facilities. 
Reserve for reforestation. 
Reserve for stock transaction loss. 
Reserve for drought (applies to hydroelectric corporations). 
Reserve for unusual risks (applies to casualty insurance corporations). 
Reserve for losses caused by repurchase of electronic computers. 
Reserve for structural improvements. 
Other. 
Tax Incentives 
The incentive to modernize plant and equipment by increasing deduc-
tions for depreciation has been discussed. Another important incentive, 
available through March 31, 1978, is offered to corporations engaged in 
overseas technical service transactions during any business year. The 
incentive is a percentage deduction from revenues which varies with the 
type of transaction as follows: 
55% 
Supplying foreign clients with technical knowledge acquired by the 
selling corporation's efforts. 
20% 
Providing copyrights, including those for motion pictures. 
In the above cases, the percentage deduction from revenues received is 
granted only for transactions that result in obtaining foreign currency 
or its equivalent. The maximum deduction from revenues is limited to 
50% of taxable income. 
Prospecting for Minerals. Prospecting for minerals is encouraged by 
special tax benefits such as a mine prospect reserve which is comparable 
to depletion. Taxpayers involved in such activities should obtain addi-
tional information about these benefits f rom their professional advisers. 
Tax Deferment on Replacement of Assets. Between Apri l 1, 1970 and 
March 31, 1981, a corporation that, wi thin the same accounting year, 
sells land and buildings in designated densely populated areas, buys 
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similar assets in a sparsely populated area and places the new property 
in use within one year of acquisition may reduce the cost basis of the 
new assets to that of the old assets. 
Tax Credits 
Various tax credits may be applied toward the corporate income tax. 
Credit for Taxes Withheld. Taxes withheld at source on payments to a 
corporation, such as interest and dividends, are creditable against the 
corporation tax unless the interest or dividends are excluded from the 
gross income of the corporation. 
Credit for Foreign Income Taxes. Within certain limits, resident cor-
porations may deduct foreign income taxes paid as a tax credit. To cal-
culate these limits, foreign taxes are classified as: 
Ordinary — foreign taxes levied on the income of a Japanese resident 
corporation (includes taxes paid by foreign branches). 
Indirect — foreign taxes levied on the income of a foreign subsidiary, 
based on the assumption that dividends received by the parent corpora-
tion are reduced by foreign taxation and, consequently, the parent 
bears the burden of such taxation. 
In both cases, the foreign tax credit is granted unilaterally. 
The maximum foreign tax credit of the ordinary type is fixed by the 
formula: 
total foreign net income 
x income tax in Japan 
total taxable net income 
Any foreign taxes in excess of the maximum set by the above formula 
may be carried forward for five years. Any unused portion of this 
limitation may be used to increase the maximum limitation of the next 
five years. In the above formula, the numerator excludes any foreign 
net income from a country not imposing an income tax and excludes 
any net loss. The denominator excludes carryover losses. 
The maximum indirect foreign tax credit is basically similar to the 
ordinary type. If a domestic parent corporation receives dividends from 
a foreign subsidiary, it is deemed to have paid the foreign taxes imposed 
on the subsidiary, provided: 
1. The foreign subsidiary was not established for tax considerations. 
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2. A t least 25% of the capital or voting shares were owned by the 
domestic corporation for at least six months before the decision to 
pay dividends. 
3. The domestic parent corporation is deemed to derive for itself 
the income from which both the dividend and foreign tax payments 
were made by its subsidiary. Therefore, a portion of the foreign taxes 
paid as well as the dividends received should be included in the par-
ent company's ordinary income. This portion is determined by multi-
plying the foreign tax paid by the ratio of dividends received by the 
parent company to total dividends paid by the subsidiary. 
A resident corporation may elect to use the foreign tax credit as has 
been explained or as a deductible expense. This election is made for 
total foreign taxes accrued for each taxable year. If the expense deduc-
t ion is elected, there is no right of carryforward. 
Tax Credit for Research and Development Expenses. For any business 
year beginning on or before March 31, 1978, a tax credit is available for 
excess research and development expenses. Excess expenses are consid-
ered to be those that exceed the previous highest year beginning with 
the business year that includes January 1, 1967. The tax credit is 20% 
of such excess expenses, but limited to a maximum of 10% of corporate 
tax. Research and development expenses are defined broadly to include 
costs of material, labor, depreciation of machinery and equipment used 
in such work, and related expenses. 
Tax Credit for Excess Tax Payments. Japanese corporations have been 
known, on occasion, to intentionally overstate profits and pay higher 
taxes as a means of maintaining security prices and eligibility for bank 
loans. Upon correction by tax authorities, the only tax refund that wil l 
be made is for the year preceding the one for which the correction is 
made. Additional refunds due can only be credited to the corporate tax 
of the following five years. 
SPECIAL TAX ON FAMILY CORPORATIONS 
Certain domestic corporations owned by a small group of shareholders 
are classified as family corporations and are subject to a special tax on 
undistributed earnings. A family corporation is defined as any domestic 
corporation in which 50% of the stock is owned by up to three share-
holders and their relatives and other persons connected with them, 
especially those economically dependent. Japan's tax authorities may 
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disregard at their discretion any transactions of family corporations 
which are not at arm's length, and reconstruct such transactions on 
more realistic terms. 
Subsidiaries which otherwise meet the definition of family corpora-
tions, but are owned by other corporations that are not family 
corporations, are not subject to this tax on undistributed earnings. 
Nevertheless, such subsidiaries are considered family corporations for 
the purpose of enabling tax authorities to reconstruct transactions 
between related companies where necessary for the proper allocation of 
income. 
The undistributed income of family corporations subject to the special 
tax is only the amount in excess of the largest of the following three 
bases or allowances. 
1. 35% of taxable income for the accounting period. 
2. ¥15 million per year. 
3. 25% of capital less accumulated retained earnings. Both amounts 
are determined as of the close of the accounting period subject to 
tax, but prior to crediting retained earnings with net profits of the 
current period. 
The taxable amount, determined as above, is taxed at the following 
rates: 
WITHHOLDING TAXES 
Withholding of income tax by payers is required for many types of 
payments including wages, commissions, professional fees, dividends, 
and interest. In the usual case, tax withheld must be remitted to the tax 
office on or before the tenth day of the following month. Japan's 
withholding structure is complex and covers more types of payments 
than is customary in other countries. International tax treaties may 
provide concessional rates of withholding. In addition, recipients have 
the option in some cases of authorizing increased withholding in 
exchange for not being required to include such income in their tax 
returns. A complete presentation of the withholding regulations is 
beyond the scope of this chapter, and the reader is advised to obtain 
Taxable Amount (¥ ) Tax Rate % 
0 to 30 mi l l ion 
30 to 100 mi l l ion 
Over 100 mi l l ion 
10 
15 
20 
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professional assistance on this and in other tax areas. The following 
table is presented to indicate the scale of some withholding rates in 
effect at the present time. Where more than one rate is shown, this 
indicates that situations exist under which the lower rate can be utilized 
by meeting specific requirements. 
TAX RETURNS - FILING, ASSESSMENT AND PAYMENT 
Corporations whose articles or other documents provide for annual 
accounting periods normally fi le annual tax returns; those with six-
month accounting periods normally file semiannually (see page 75). 
Tax returns are due within two months fol lowing the end of the period 
covered by the return, but requests for extensions of time may be 
granted if fi led within 45 days after the end of an accounting period. 
Interim Returns 
Corporations wi th accounting periods longer than six months are 
required to file interim returns within two months of the end of the 
first six-month period. This interim return requires a prepayment of 
tax. The prepayment is usually the prior year's income tax adjusted to a 
monthly basis (one-half if the corporation is on an annual basis); how-
ever, corporations may elect to calculate the prepayment on the basis 
of the tax provisionally due on taxable income for the six-month 
period. An interim return is not required during the first year of a new 
corporation or if the prepayment calculated on the basis of the prior 
accounting period is less than 100,000 yen. 
Final Returns 
The corporation's final return must be filed within two months after 
the end of its accounting period. The deadline for fi l ing tax returns can 
be extended by one month if an application requesting extension has 
been filed by the end of the corporation's fiscal period. The corpora-
tion's financial statements must be approved at a shareholders' meeting 
and used as the basis for the financial data contained in the final tax 
return. The final tax return must be accompanied by the corporation's 
Recipient 
Resident individual 
Resident corporat ion 
USA resident 
UK resident 
Canadian resident 
Type of Income and Required Withholding 
Interest % Dividends % Royalties % 
15, 20, 25 
15 
10 
10 
15 
15, 20, 25 
15 
15, 10 
15, 10 
15 
0, 10, 12 
0 
10 
10 
15 
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balance sheet, profit and loss statement and detailed schedules of 
accounts including appropriations of earnings approved by the 
shareholders. 
Penalties and Interest 
When the original return is filed on time and a subsequent correction or 
amended return indicates additional tax is due, a penalty is imposed of 
5% of the incremental tax. When the original return is not filed on time, 
the penalty imposed is 10% of the tax as finally calculated. Where fraud 
is involved, penalties of up to 35% of the tax as finally determined may 
be imposed. 
Interest charges are imposed, in addition to penalties, at the rate of 
7.3% per year for the first month and 14.6% per year for subsequent 
months. 
LOCAL CORPORATE INCOME TAXES 
Enterprise Tax (Prefecture) 
This is a self-assessment tax imposed by prefectures on corporate-
earned income and liquidation income. Taxable income is basically the 
same as that for the national income tax but with these modifications: 
1. Al l dividends from domestic corporations are excluded from 
income for purposes of the enterprise tax. 
2. The following are not deductible for purposes of the enterprise 
tax: development of overseas markets and overseas technical 
services transactions (pages 123 and 129, respectively). 
3. Foreign tax credits and the carryback of net losses are not 
provided for enterprise tax purposes. 
4. Income derived from permanent establishments abroad is not 
taxed for enterprise tax purposes. 
5. Enterprise tax paid during the fiscal period is deductible for both 
corporate and enterprise tax purposes; corporate tax itself is not 
deductible for either purpose. 
The enterprise tax rate is 12% of income determined as above. A 
reduced tax rate applies to corporations wi th capital of less than ¥10 
mill ion and with offices and factories located in only one or two prefec-
tures, as follows: 
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Annual Taxable Income (¥) Current Standard % Legal Maximum % 
0 — 3.5 mi l l ion 6 6.6 
3 . 5 - 7 mi l l ion 9 9.9 
Over 7 mi l l ion 12 13.2 
The enterprise tax is due wi th in two months after the end of the fiscal 
period. Corporations wi th establishments in two or more prefectures 
pay allocated portions of enterprise tax due each prefecture in which an 
establishment is located. The allocated tax port ion due each prefecture 
is based on the ratio of number of employees in each prefecture to total 
employees. Util i t ies and insurance companies pay enterprise tax at 
special rates: 1.5% of gross proceeds. 
Inhabitants Tax (Prefecture and Municipality) 
Inhabitants taxes are imposed by both prefectures and municipalities. 
They are levied both as a percentage of the national income tax 
(before deductions for tax withheld, foreign taxes and other tax 
credits) and on a per capita basis, as fol lows: 
National Income Tax % 
Current Legal 
Standard Maximum 
Prefecture 5.2 6.2 
Munic ipal i ty 12.1 14.1 
Combined 17.3 20.7 
Flat Tax: 
Prefecture 
Munic ipal i ty 
Standard Tax 
Corporate Capital 
Number of 
Employees 
Over 100 
Under 100 
Legal Max imum Over 100 
Under 100 
Under 
¥ 1 0 million 
¥ 1,800 
7,200 
7,200 
12,000 
12,000 
¥ 1 0 million to 
¥ 1 0 0 million 
¥ 3,000 
12,000 
12,000 
20,000 
20,000 
Over 
¥ 1 0 0 million 
¥ 6,000 
24,000 
12,000 
40,000 
20,000 
As is the case wi th the enterprise tax, corporations wi th establishments 
in two or more municipalities or prefectures allocate the total inhabi-
tants tax paid on the basis of the number of employees in each loca-
tion. Inhabitants taxes are payable wi th in two months after the end of 
the fiscal period. 
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Effective Corporate Tax Rate 
The combined national income tax, enterprise tax and inhabitants 
taxes generally result in a combined effective corporate tax rate of 
53% to 54% of corporate income. If only net income intended for 
dividends is considered, the effective combined rate is about 49%. 
Business Premises Tax (Municipal) 
As of October 1, 1975, a city with a population of 500,000 or more 
may levy a business premises tax, on a fiscal-year basis, on any corpo-
ration with business premises in the city. For cities with a population of 
over 300,000, the business premises tax takes effect as of October 1, 
1976. The tax base and rate are as follows: 
a. Business premises tax on business: 
Per property — office floor space of over 1,000 square meters — 
¥300 per square meter 
Per employee — business having over 100 employees — 0.25% of 
total salary amount paid during taxable period 
b. Business premises tax on office building acquisition: 
Newly-acquired building with floor space of over 2,000 square 
meters — ¥5,000 per square meter 
The same tax is levied, on a calendar-year basis, on private individuals 
with business premises in the city (see page 126). 
INDIVIDUAL INCOME TAXES 
Individuals are subject to a national income tax and to enterprise and 
inhabitants taxes imposed by prefectures and municipalities. 
Classification of Taxpayers 
For purposes of the national income tax, individual taxpayers are classi-
fied as follows: 
Classification 
Resident taxpayers: 
1. Permanent resident 
2. Nonpermanent resident 
Worldwide income 
Japan-source income and foreign-source 
income remitted to or paid in Japan 
Japan-source income 
Taxable Income 
Nonresident taxpayer 
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Permanent Resident. A permanent resident is a Japanese national or a 
foreign individual who is domiciled in Japan or has resided in Japan for 
one year or more, and who intends to reside in Japan permanently. 
Nonpermanent Resident. A resident who does not intend to reside in 
Japan permanently and who has maintained uninterrupted domicile or 
residence for not more than five years is considered a nonpermanent 
resident. A foreigner who accepts employment in Japan generally is 
classified as a nonpermanent resident, immediately upon his arrival in 
Japan, if the conditions of his employment or occupation normally 
require continuous residence in Japan for one year or more or if his 
immigrant status is that of a permanent resident and some basis exists 
for an anticipated stay of one year or more, such as a wife and children 
residing in Japan. 
Nonresident. Al l persons not residents (whether permanent or non-
permanent) are classified as nonresidents. A person who qualifies as a 
nonresident taxpayer is generally not taxed on Japan-source income at 
the same progressive rates as other taxpayers. Instead, he is taxed on 
gross income at the flat rate of 20% or the lesser treaty rate. If such 
income has been subject to withholding at the rate of 20% or the lesser 
treaty rate, the income tax withheld constitutes a final levy and no tax 
return need be filed. 
Types of Income 
The income tax law requires taxpayers to compute income in each of 
ten categories and to deduct those expenses applicable to each cate-
gory, as follows. 
1. Interest Income. Income from interest is not assessable if so elected 
by the taxpayer. The withholding tax imposed on this category of 
income is considered to satisfy the entire tax liability under this option. 
In a few cases, interest income is included in taxable income, and the 
amount withheld is taken as a tax credit. 
2. Dividend Income. Income in this category includes dividends and 
profit distributions of securities investment trusts. Stock dividends are 
included at the par value of the shares. The only deductible expense is 
interest paid on funds borrowed to acquire the securities. Special regu-
lations that apply to certain categories of interest and dividend income 
require consultation with professional advisers on these matters. 
3. Real Estate Income. Gross receipts from real estate income are 
included in this category, and all necessary expenses are deductible. 
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4. Business Income. Gross income from the business activities or 
professional fees of individuals are reported in this category, and all 
ordinary and necessary business expenses are deductible. The computa-
tion of net income mainly follows generally accepted accounting 
principles. 
5. Employment Income. Salaries, wages, bonuses, pensions, etc. 
are reported in this category. The only deduction in this category is an 
employment income deduction which, for the year beginning April 1, 
1974, is computed as follows: 
6. Capital Gains Income. In general, income from the sale of securities 
is not taxed, unless the taxpayer is a dealer in securities or the income is 
derived from the sale of the taxpayer's own business. Other types of 
capital gains are subject to tax and are subject to many special rules and 
concessions. Professional advice is recommended in this area, as in 
others. 
7. Occasional Income. This income category includes gifts from 
corporations, prizes, gains from gambling, and other income of an 
occasional nature. Expenses for acquiring the income and a special 
deduction are available. The special deduction is ¥500,000 or the 
amount of the occasional income, whichever is less. After this special 
deduction, one-half of the remainder is taxable. 
8. Miscellaneous Income. This income category includes book royal-
ties, lecture fees and similar income not included in other categories. 
Necessary expenses are deductible. Annuity income (after deducting 
premiums paid based on a formula) is included in miscellaneous 
income. Fees earned by a professional writer are in the business income 
category. 
9. Forestry Income. This category includes income from cut or uncut 
timber but excludes income from the sale of timber acquired within 
five years of the date of sale. Normal expenses plus a special deduction 
may be offset against forestry income. 
Gross Employment 
Income (¥ ) 
Employment Income 
Deduction (¥) 
500,000 
40% 
1,250,000 or less 
1,500,000 or less 
3,000,000 or less 
6,000,000 or less 
Over 6,000,000 
30% + 1 50,000 
20% + 450,000 
10% + 1,050,000 
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10. Retirement Income. The significant item in this category is the 
lump-sum retirement allowance (severance payment) received by all 
Japanese employees upon leaving a company for whatever reason. Also 
included are benefits received under the pension insurance scheme (see 
chapter 3). Retirement income is reduced by an exemption, which 
varies with the number of years of service. 
TAXABLE INCOME 
The tax law requires taxpayers to use the accrual basis with minor 
exceptions. Individuals have the same option of f i l ing a blue return as 
do corporations, with the following special treatment reserved for users 
of the blue form: 
1. A net loss of one calendar year may be carried forward to offset 
the income of the three following calendar years and can also be 
carried back to the preceding calendar year. In such case, the income 
of the preceding year wil l be recalculated under a statutory formula, 
and the taxpayer wil l receive a refund of prior tax paid. 
2. Reasonable salaries may be paid to members of the taxpayer's 
family engaged in the taxpayer's business. 
3. Taxable income of a blue form taxpayer may be corrected by tax 
authorities only for mistakes in calculation, and the taxpayer must be 
furnished with a written explanation of any adjustments. 
4. Certain benefits available to corporate users such as reserve for 
bad debts, price fluctuation, employees' retirement allowances, 
special depreciation, and others are also available to individuals. 
Employer-Provided Housing 
Employers frequently provide housing for their employees. Ordinarily, 
the value of such housing is included in the individual's income. How-
ever, the value of such housing may be excluded from taxable income 
provided the following requirements are met: 
1. The housing is owned or leased by the employer. 
2. The employee reimburses the employer for the housing each 
month. The monthly reimbursement is based on a formula which 
takes the assessed value of the housing into account, and is usually a 
small fraction of the actual value of such housing. 
The monthly reimbursement for housing provided to company directors 
is calculated under special rules. 
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Computation of Taxable Income 
Eight of the ten income categories that have been discussed are com-
bined, gains and losses being netted. The remaining two, forestry in-
come and retirement income, are treated separately, with individual tax 
rates applied to each. From the combined income of these categories, 
the deductions available include the following: 
Casualty Losses. Losses due to earthquake, fire, flood, theft, etc. are 
deductible to the extent that they exceed 10% of combined income. 
Medical Expenses. Medical and dental expenses paid by a taxpayer for 
himself or dependent relatives are deductible to the extent of actual 
payment less the lower of 5% of combined income after casualty loss or 
¥50,000 to a maximum of two million yen. 
Social Insurance Premiums. Premiums for social insurance paid for a 
taxpayer and his dependent relatives are deductible in full. 
Contributions to Small Enterprise Mutual Aid Plan. An owner or direc-
tor of a small business may deduct contributions to a small enterprise 
mutual aid plan which provides a lump-sum payment on retirement 
from business. 
Other. Other limited deductions are available for life insurance prem-
iums and premiums for fire and other types of casualty insurance. 
Contributions. Contributions to specifically qualified organizations are 
deductible from taxable income. The amount deductible is the total 
amount of the contributions less ¥10,000. The maximum deduction 
permitted is 25% of taxable income before contributions less ¥10,000. 
Allowance for Spouse. An allowance of ¥260,000 is provided for a 
nonworking spouse or for a working spouse whose income earned by 
labor does not exceed ¥200,000. In either case, if a spouse has income 
in excess of ¥100,000, the allowance is not permitted. 
Allowance for Dependents. For dependents who are subject to the same 
income limitations as a spouse, an allowance is provided of ¥260,000 
for each dependent. An allowance of ¥320,000 is provided for elderly 
dependents over 70 years of age. 
Allowance for Physical Handicap. A person who is physically handi-
capped may deduct an allowance of ¥200,000, as may a taxpayer for a 
spouse or each dependent who is physically handicapped. The allow-
ance is increased to ¥280,000 if the degree of handicap is recognized as 
considerable. 
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Allowance for the Elderly. A taxpayer who is 65 or over may deduct an 
allowance of ¥200,000 provided his total income is not in excess of 10 
mill ion yen. 
Allowance for Widow. A widow under 65 who has at least one 
dependent may deduct an allowance of ¥200,000. 
Allowance for Working Student. A working student may deduct an 
allowance of ¥200,000 provided his total income does not exceed 
¥460,000 or his other income does not exceed ¥100,000. 
Basic Allowance. Every taxpayer may deduct ¥260,000 as a basic 
allowance. 
Tax Rates 
Progressive tax rates are applied to the combined net income of the 
eight categories and, separately, to retirement income. The following 
are selected tax rates in effect for the year beginning Apri l 1, 1974: 
Income ( ¥ thousands) Tax Rate % 
2 , 4 0 0 - 3,000 18 
4,000 - 5,000 24 
6,000 - 7,000 30 
10,000 - 12,000 42 
15,000 - 20,000 50 
40,000 - 60,000 65 
Over 80,000 75 
Not all income brackets are listed in the above table. Income, however, 
is taxed in each ascending bracket so that a taxpayer with a large 
income wil l be taxed in each successive bracket and only the amount in 
the highest income bracket will be taxed at the highest rate. Special 
provisions exist for the taxation of forestry income, taxation of family 
assets income (dividends and real estate), fluctuating income by certain 
categories of persons whose income varies widely and may benefit f rom 
averaging plans in effect, and for capital gains realized on land or 
buildings. 
Tax Credits 
The amount of tax due (from the tax table in the case of most indi-
vidual taxpayers) may be reduced by the fol lowing tax credits. 
Credit for Dividends. To eliminate the effects of double taxation, share-
holders may credit against income certain percentages of dividends 
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received, less any interest on borrowings to acquire the shares. Where 
the taxpayer's gross income is less than 10 million yen, this tax credit is 
10% of dividends received. Where the taxpayer's gross income is more 
than 10 million yen, the tax credit is 5% or 10% depending on whether 
the dividend income is over or under 10 million yen, respectively, 
through 1980. 
Credit for Savings. This tax credit amounts to from 6% to 10% of 
annual savings (from ¥30,000 to ¥50,000) based on a prescribed type 
of savings contract for housing purposes. 
Credit for Experimental and Research Expenses. This tax credit is 
granted for increased experimental and research expenses in excess of 
the largest annual amount of such expenses in prescribed prior periods. 
The tax credit is 20% of the increase in such expenses or 10% of income 
tax before such credit, whichever is lower. 
Credit for Scrapping of Equipment. This tax credit is granted for the 
scrapping of obsolete machinery and equipment in areas designated by 
a cabinet order. It is limited currently to spinning and weaving 
machines and is expected to be terminated shortly. 
Credit for Foreign Taxes. Foreign income taxes paid by individuals may 
be utilized as tax credits in a manner similar to that described for 
corporations on page 111. 
Credit for Savings for Housing Purposes. This tax credit is calculated as 
follows: 
Long-term savings for 
acquisit ion of property 
Other savings for acquisit ion 
of property 
Other savings for housing 
Maximum Credit 
Lesser of 
% of 
Savings 
10 
Amount of 
Savings (¥) 
50,000 
40,000 
30,000 
TAX RETURNS - FILING, ASSESSMENT AND PAYMENT 
Individual income is taxed on a calendar-year basis. The individual can-
not choose any other accounting period. 
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Prepayments 
The tax authorities are required to noti fy individual taxpayers of pre-
payments due. Unless such notification is received, prepayments need 
not be made. Prepayments are normally made in July and November. 
Each prepayment amounts to one-third of the prior year's tax, adjusted 
for changes in the current year's tax rates. If a taxpayer's current in-
come is substantially lower than in the previous year, he may ask the 
tax office to reduce the prepayment required. 
Final Returns 
The final return for a calendar year is due between February 16 and 
March 15 of the following year, at which time any tax due must be paid. 
Any excess of tax prepayments and tax withheld over tax liability is 
refunded in due course. 
Many employees are relieved of the necessity of f i l ing tax returns by a 
year-end adjustment device. Employers are required to adjust the tax 
withheld from wages when making the last wage payment of the year to 
correspond with withholding requirements set forth in detailed tables, 
except for employees earning 10 mill ion yen or more. 
Residents leaving Japan permanently must either file a final return and 
pay the tax due before departure or noti fy the tax office that they have 
appointed a tax representative who wil l handle these matters at the 
regular time for fil ing and payment. 
By tax treaty, USA citizens working in Japan are granted certain 
privileges. Under Article 18, USA citizens receiving compensation for 
personal services rendered in Japan are exempt from Japanese income 
taxes if they stay in Japan for not more than 183 days during the 
taxable year and their compensation is paid by a USA corporation or 
employer. 
LOCAL INDIVIDUAL INCOME TAXES 
Enterprise Tax 
The enterprise tax is levied by prefectures on the income of individuals 
engaged in prescribed types of businesses such as retail and wholesale 
trade, manufacturing, etc. and on professional income, but it is not 
levied on income from farming. The tax is levied in the calendar year 
beginning January 1 on income earned in the previous year. The income 
subject to enterprise tax is generally similar to that determined for 
purposes of the national income tax in the categories of business 
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income and real estate income. Necessary expenses are deductible, but 
the deductions and allowances provided under the national income tax 
law are not applicable to the enterprise tax. A fixed deduction of 
2 million yen is provided instead. 
Enterprise tax rates vary from 3% to 5%, depending on the type of 
business activity. Payments are made in two installments, usually 
August and November, to the prefecture in which the business is 
located. If offices are located in more than one prefecture, payments 
are usually allocated on the basis of the number of employees in each 
prefecture. 
Prefecture Inhabitants Tax 
The prefecture inhabitants tax is levied on individuals who are living in 
the prefecture on January 1. The tax is in two parts: 
1. A "per capita" tax of ¥300. 
2. A tax on income earned in the preceding calendar year at tax 
rates of 2% on the first 1.5 million yen and 4% on the remainder. 
The income earned in the preceding calendar year is comparable, but 
not identical to the income reported for purposes of the national 
income tax. The tax is assessed by local authorities on the basis of the 
tax returns filed for the national income tax, after appropriate adjust-
ments. The tax is paid to the municipal tax office in the same manner 
as the municipal inhabitants tax. 
Municipal Inhabitants Tax 
The municipal inhabitants tax is quite similar to the prefecture tax and 
is also levied in two parts: 
1. A "per capita" tax varying between ¥700 and ¥1,700 (standard 
rate) or ¥1,000 and ¥2,200 (legal maximum), depending on the 
population of the municipality. 
2. A tax on income earned in the preceding calendar year at tax rates 
starting at 2% and increasing to 14% on annual income over 50 mil-
lion yen. 
Taxable income is also similar, but not identical, to that reported for 
national purposes. The tax is paid in equal installments (June, August, 
October, and January), as stated by the municipal tax office, and 
through withholding from wages from June through May. 
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Business Premises Tax (Municipal) 
As of October 1, 1975, a city with a population of 500,000 or more 
may levy a business premises tax, on a calendar-year basis, on private 
individuals with business premises in the city. For cities with a popula-
t ion of over 300,000, the business premises tax takes effect as of 
October 1, 1976. The same tax base and rate apply as for corporations 
wi th business premises in the city (see page 117). 
MISCELLANEOUS TAXES 
Taxes on Inheritances and Gifts 
Inheritance and gift taxes both fol low the principle that the receiver of 
an inheritance or gift has received supplementary income of a special 
character. Consequently, these taxes are levied on the receivers of 
income rather than on the decedent's estate or the donor of the gift. 
Inheritance Tax. An heir who resides in Japan is taxed on all property 
he inherits, wherever located. An heir who resides abroad is taxed only 
on property in Japan. Securities are considered to be in the country 
where the issuer has its head office. The inheritance tax system is 
complex, and a number of allowances are provided. The following tax 
rates are levied on the statutory share of each heir. They are selected 
rates designed to illustrate the impact of inheritance taxation. 
Gift Tax. A donee resident in Japan is subject to gift tax on all 
properties, wherever located. A nonresident donee is subject to tax only 
on properties located in Japan. The following are selected tax rates that 
apply after a basic deduction of ¥600,000 per year and a lifetime 
exemption for gifts to a spouse of ¥10,000,000. The tax rates apply to 
successive income brackets. 
Taxable Inheritance (¥ ) Tax Rate 
20% - ¥ 350,000 
50 - 10,250,000 
75 - 68,750,000 
5 to 9 mi l l ion 
70 to 100 mi l l ion 
Over 500 mi l l ion 
Taxable Gift (¥ ) Tax Rate 
35% - ¥ 280,000 
60 - 1,295,000 
75 - 8,195,000 
1.4 to 2 mi l l ion 
8 to 13 mi l l ion 
Over 70 mi l l ion 
Travel Tax 
A 10% tax is imposed on taxable fares. 
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Securities Transaction Tax 
This tax is imposed on the transfer of various types of securities. The 
tax rate on shares sold by brokers not for their own account is 
30/10,000 of the sales price. 
Automobile Tax 
The owner of an automobile pays an annual tax to the prefecture in 
which a reserved parking place is located. The tax for a small passenger 
car lot is ¥23,500 to ¥31,500. 
Fixed Assets Tax 
The registered owner as of January 1 of fixed assets (including land and 
buildings but excluding automobiles) pays an annual tax to a munici-
pality based on the book value of depreciable assets and the assessed 
value of land and buildings. The usual tax rate is 1.4% and the maxi-
mum rate is 2.1%. In cities where a planning scheme is in effect, an 
additional tax of 0.2% is imposed. 
As a rule, market price as of the assessment date is the tax base for 
land. Buildings are assessed on the basis of replacement cost less depre-
ciation for years of use. To minimize the effects of the tax increases 
due to sharp rises in the cost of land, an ameliorative plan is in effect. 
Commodity Taxes 
Commodity taxes are levied which are similar to manufacturers' and 
retailers' excise taxes in other tax systems. Many commodities are 
subject to such taxes, most of which are consumer goods. Tax rates 
vary from 5% to 30%, depending on the commodity. 
Other Taxes 
Many other commodities, including the following, are subject to taxes: 
liquor, sugar, gasoline, playing cards, admissions, tobacco, local enter-
tainment, hotel lodging, oil, gas and electricity, mineral baths, docu-
ments to which stamps must be affixed, registration fees for certain 
professions, and licenses to operate businesses. Taxes are also imposed 
on many other types of transactions less common than those just 
enumerated. 
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TOUCHE ROSS INTERNATIONAL 
Services in Japan 
Street and mail address 
Tohmatsu Awoki & Co. 
Toranomon-Kotohira-Kaikan 
1, Shiba-Kotohira-cho, Minato-ku 
Tokyo 105, Japan 
Telephone: (03) 503-7221/7 
(03) 503-7336/8 
Cable: AUDITOMAWOKI 
Telex: 222-5020 
Other offices 
Fukuoka, Hiroshima, Kobe, Kyoto, Nagoya, Naha (Okinawa), Osaka, 
Sendai, Takamatsu 
International services coordination 
Touche Ross & Co. 
Toranomon-Kotohira-Kaikan 
1, Shiba-Kotohira-cho, Minato-ku 
Tokyo 105, Japan 
Telephone: (03) 502-7961/5 
Cable: TOUCHEROSS 
Telex: 25610 
International Executive Office 
Street address 
1633 Broadway 
New York, N.Y. 10019 
U.S.A. 
Mail address 
P.O. Box 778 
Radio City Station 
New York, N.Y. 10019 
U.S.A. 
Other communications 
Tel: (212) 489-1600 
Cable: TOUCHEROSS 
Telex: 232419 (TRCO) 
BUSINESS STUDIES ISSUED TO DATE 
Australia 
Belgium/Luxembourg 
(1975 edition) 
Brazil (1976 edition) 
Canada 
Colombia 
Common Market 
Israel 
Japan (1976 edition) 
Malaysia 
Mexico 
The Netherlands 
South Africa 
Spain (1975 edition) 
Switzerland 
Section 482 (transactions 
between related parties) 
United States 
TOUCHE ROSS INTERNATIONAL 
OFFICES 
NORTH AMERICA 
Bahamas 
Freeport 
Nassau 
Bermuda 
Hami l ton 
Canada 
Calgary 
Cornwal l 
E d m o n t o n 
Hal i fax 
Hami l t on 
Kelowna 
Kitchener 
Langley 
London 
Montreal 
New Westminster 
Ot tawa 
Quebec 
Regina 
Saint John 
Saskatoon 
Sydney 
T o r o n t o 
Vancouver 
V ic to r ia 
Windsor 
Winnipeg 
Mexico 
Guadalajara 
Mexico Ci ty 
Monter rey 
Puerto Rico 
San Juan 
Austria 
Vienna 
Belgium 
Brussels 
Channel Island 
Jersey 
Denmark 
Bal lerup 
Copenhagen 
Esbjerg 
Ko ld ing 
Odense 
France 
Paris 
Germany 
Berl in 
Bielefeld 
Bremen 
Dusseldorf 
F rank fu r t /Ma in 
Hamburg 
Hannover 
Mun ich 
Nurnberg 
Stu t tgar t 
Greece 
Athens 
United States 
A k r o n 
A lbuquerque 
Anchorage 
At lan ta 
Aust in 
Bal t imore 
Bi rmingham 
B loomf ie ld Hills 
Boise 
Boston 
Buf fa lo 
Char lot te 
Chicago 
Cincinnat i 
Cleveland 
Colorado Springs 
Columbus 
Corpus Christ i 
Dallas 
Day ton 
Denver 
De t ro i t 
E l izabeth town 
For t Wor th 
Fresno 
Grand Rapids 
Hackensack 
Harrisburg 
Hono lu lu 
Houston 
Ithaca 
Jackson 
Jacksonvil le 
Kansas Ci ty 
L inco ln 
London 
Los Angeles 
Louisvi l le 
EUROPE 
Greenland 
Godthaab 
Ireland 
Belfast 
Cork 
Dub l in 
L imer ick 
Italy 
Milan 
Netherlands 
Alkmaar 
A lme lo 
Amers foo r t 
Ams te rdam 
Arnhem 
Beverwi jk 
Breda 
Eindhoven 
Enschede 
Gouda 
Groningen 
Haarlem 
The Hague 
Heerlen 
Hi lversum 
Leeuwarden 
Middelburg 
Nijmegen 
Ri jswi jk 
Melvi l le 
Memphis 
Miami 
Mi lwaukee 
Minneapol is 
Mor r is town 
Nashville 
Newark 
New Orleans 
New Yo rk 
Oakland 
Oklahoma Ci ty 
Omaha 
Philadelphia 
Phoenix 
Pit tsburgh 
Pocatello 
Port land 
R ichmond 
Rochester 
Sacramento 
St. Louis 
St. Paul 
Salem 
Salt Lake C i t y 
San A n t o n i o 
San Diego 
San Francisco 
San Jose 
Santa Ana 
Santa Rosa 
Seattle 
Stamford 
Tampa 
Toledo 
Tulsa 
Washington 
Worcester 
Rot terdam 
Terneuzen 
T i lburg 
Zwol le 
Norway 
Moss 
Oslo 
Sandef jord 
Spain 
Barcelona 
Madr id 
Sweden 
Stockho lm 
Switzerland 
Geneva 
Zur ich 
United Kingdom 
Birmingham 
Bristol 
Edinburgh 
Glasgow 
Leeds 
Leicester 
L iverpool 
London 
Manchester 
CENTRAL AMERICA & CARIBBEAN 
Cayman Islands 
Grand Cayman 
Guatemala 
Guatemala Ci ty 
Jamaica 
Kingston 
Montego Bay 
Netherlands Antilles 
Nicaragua 
Managua 
Panama 
Panama Ci ty 
Trinidad & Tobago 
Port of Spain 
Curacao 
ASIA/PACIFIC 
Australia 
Adelaide 
Brisbane 
Canberra 
Melbourne 
Newcastle 
Perth 
Surfers Paradise 
Sydney 
Wol longong 
Guam 
Agana 
Hong Kong 
Hong Kong 
Indonesia 
Bandung 
Jakarta 
Medan 
Surabaya 
Japan 
Fukuoka 
Hiroshima 
Kobe 
K y o t o 
Nagoya 
Osaka 
Sendai 
Takamatsu 
T o k y o 
Malaysia 
Johor Baru 
Kota Kinabalu 
Kuala Lumpur 
Kuala Trengganu 
Kuantan 
Kuching 
Penang 
New Zealand 
Auck land 
Chr istchurch 
Wanganui 
Wel l ington 
Okinawa 
Naha 
Philippines 
Bacolod 
Cebu Ci ty 
Davao 
Manila 
Singapore 
Singapore 
SOUTH AMERICA 
Argentina 
Buenos Aires 
Brazil 
Belo Hor izonte 
Porto Alegre 
Rio de Janeiro 
Salvador 
Sao Paulo 
Chile 
Santiago 
Colombia 
Bogota 
Cali 
Peru 
Lima 
Venezuela 
Caracas 
Maracaibo 
AFRICA & MIDDLE EAST 
Cyprus 
Larnaca 
Limassol 
Nicosia 
Iran 
Tehran 
Kenya 
Nairobi 
Kuwait 
Kuwa i t 
Lebanon 
Beirut 
Mauritius 
Port Louis 
Rhodesia 
Bulawayo 
Salisbury 
Umta l i 
Saudi Arabia 
Jeddah 
South Africa 
Cape Town 
Durban 
Johannesburg 
Pietermari tzburg 
Port El izabeth 
Turkey 
Istanbul 
Izmir 
United Arab Emirates 
Sharjah 
